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Retirement Pensions: 
THEIR SOCIAL AND ECONOMIC IMPACT 


BY PROFESSOR RICHARD TITMusS 
Chair of Social Administration, University of London) 


BROADLY, organised retirement pro- 
vision in Britain falls into three 
yroups-—-national, public service, and 
private. 

What is important to each is the 
method of financing, the principles 
by which the size of the benefit is 
determined, the form it takes, and the 
tax treatment of contributions, fund 
interest, and the benefit itself. 


The National Scheme 


The present national scheme of 
retirement benefits is based on the 
so-called ‘insurance’ principle. Con- 
tributions to the National Insurance 
Fund for employed men are at 
present divided in the following pro- 
portions: employee 47 per cent, 
employer 40 per cent, Exchequer 13 
per cent. Some two-thirds of the 
total expenditure of the fund on all 
benefits are taken by retirement pen- 
sions. 

In general, the size of the pension 
up to the present standard rate of 
32s. 6d. a week is governed by the 
length of working life during which 
contributions are paid, credited, or 
excused. It is in no way affected 
by what is earned at any period of 
the working life. 

Only by continuing in work after 
the age of 65 can a manual worker 
increase his pension, and then only 
by a meagre amount when com- 
pared with what the white-collar 
and professional classes can achieve 


under public service and private 
schemes. Length and regularity of 
work attendance are the over-riding 
principles in the National Insurance 
scheme. 

The flat-rate contribution falls 
regressively on contributors, in par- 
ticular on those with families and on 
the younger workers, who have to 
pay higher contributions to meet 
claims from other sections of the 
population who did not or could not 
contribute in the past. 

The pension itself, paid weekly 
upon retirement from work, is tax- 
able. The employers’ contribution is 
allowed as a management expense 
and thus the cost, or a large part of 
it, is passed on to the tax-payer. It is 
a further principle of the scheme 
that between the ages of 60 and 65 
(women) and 65 and 70 (men) the 
receipt of a pension is conditional 
upon retirement from work—except 
for the disregard of occasional earn- 
ings up to £2 a week. 

In contrast, the receipt of public 
service and private retirement bene- 
fits does not mean that a man or 
woman must give up full-time work. 
They can take their lump sum bene- 
fits and superannuation and earn as 
much as they like in another occupa- 
tion. 

In the public service sector there 
are now, in all probability, some- 
thing like 1,000 separate schemes 
covering about three million pro- 


From The Age of Pensions, The Times, London, December 29 and 30, 1953 
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tessional, white-collar and manual 
workers. They offer a bewildering 
field for study. The main classes 
covered are Civil servants, the armed 
forces, the police, local government 
officials, teachers, doctors, nurses, 
and other employees of the health 
service, and employees of the 
nationalised industries and various 
public boards. 

In spite of the paucity of pub- 
lished data about these schemes, it is 
possible to piece together certain 
general principles common to most 
of them or, at least, to schemes for 
the professional and_ white-collar 
classes, since manual workers are 
differently provided for. 


Civil Service Model 


The traditional model for most ot 
the professional and white-collar 
schemes is the Civil Service. Gener- 
ally speaking, the Civil Service 
schemes, stemming from the Super- 
annuation Acts of 1834 and 1859, 
have set the pattern. The benefits 
provided are a lump sum of three- 
eightieths and a pension of one- 
eightieth of peak salary for each 
reckonable year of service within a 
maximum of 40 years. 

The principle of a lump sum or 
cash gratuity has become immensely 
popular in recent years in many 
public and private schemes. Civil 
Service practice is being widely 
imitated. Its present popularity is 
greatly enhanced because it is free 
of all tax. 

The pension element itself, which 
jor tax purposes is treated as earned 
income, has the great merit to the 
salaried classes of being based on 
peak earnings in life in combination 
with the number of years of service. 
With the rise in taxation since the 
Act of 1834, the provision of tax-free 
gratuities and of pensions geared to 


peak earnings has enormously en- 
hanced the benefits of the scheme in 
comparison with flat-rate schemes 
and no lump sum payments. No 
contributions are payable and all 
Civil Service schemes are unfunded. 
Apart from the armed forces, the 
Civil Service schemes are virtually 
the only important ones which are 
non-contributory. 

In all other public service schemes 
contributions rank for tax deduction. 
Most of these schemes for local 
government, the health service, the 
Coal Board (stat only), and othe: 
public corporations follow the Civil 
Service in having pensions plus tax- 
tree lump sum payments. In general 
the benefits are to varying degrees 
adjusted to peak earnings in life. 

These are the main features of 
public service schemes for the salaried 
and professional classes. In general, 
maximum benefit can be secured on 
completion of 40 years’ service. For 
manual grades, and here the Coal 
Board’s scheme for mine-workers is 
an example, the principles are dif- 
ferent. There are no tax-free gratu- 
ities and, basically, the size of the 
pension (a maximum of about 30s. 
a week for miners after 47 years’ 
service) depends on the length and 
regularity of work attendance. 
Types of Private Schemes 

There are two main types of 
private schemes. Either a pension 
fund is administered by an employer 
himself under trust, or a pension 
scheme is administered by an insur- 


ance company in return for pre- 
miums. 

Beginning with executive and 
salaried classes in commerce and 


industry, schemes of both types have 
in recent years been extended to 
include manual workers. The two 
classes are treated differently. Pen- 
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sions and lump sum benefits for the 
executive and salaried classes are 
generally related either to the last 
year’s salary before pension or to the 
average salary over the last three or 
five years’ service. For manual 
workers, what counts is the number 
of years of service. No distinction is 
drawn between the unskilled worker 
and the chargehand; earnings do not 
usually affect the size of the pension 
which, in the most generous schemes, 
averages about 50s. a week after 50 
years’ service. Late entrants are 
thereby penalised by the unconscious 
assumption, which seems to run 
through most of these schemes, that 
manual workers are like the middle 
classes in deciding on a life-long 
career with a particular employer 
when they enter the world of work. 


Tax Anomalies 


Some of these schemes are con- 
tributory, but the general trend 
appears to be in the direction of non- 
contributory arrangements. The 
present tax Jaw governing these 
voluntary and contractual schemes is 
complicated, inconsistent, and arbi- 
trary. On the principle that income 
should be taxed only once, em- 
ployers’ and employees’ pension 
contributions are not taxed, while 
tax is, in general, levied on all pen- 
sions and annuities (beneficially 
treated as earned income). 

This principle is violated, how- 
ever, by the payment of lump sums 
which, so long as there is no con- 
tractual right to such sums, are free of 
tax subject to certain conditions laid 
down by the Inland Revenue Com- 
missioners. Employees covered by 
approved superant uation trust funds 
enjoy the further advantage that all 
investment and deposit interest on 
such funds is completely exempt from 
tax. 


PENSIONS 51 


A large and growing number ol 
private schemes are established for 
individual employees and approved 
for tax exemption. In a typical case 
in the salary range £4,000-£5,000, 
for which the employer pays the 
whole contribution of £1,600 a year 
(allowed for tax) for 16 years, the 
benefits are life cover until retire- 
ment of £28,000, a tax-free lump 
sum of £7,000, and a taxable pen- 
sion for life of £1,900 a year. To 
achieve this himself through ordinary 
life assurance would have cost the 
employee £3,200 a year. Over the 
16 years, therefore, the taxpayer will 
have contributed the balance of 
£25,600. Such schemes are very 
popular. 

Heavy Claims on Future 

Private retirement schemes are 
probably growing at the rate of 
500,000 employees a year. It may 
well be that close on five million 
people are now covered apart from 
the three million benefiting from 
public service schemes. At a guess, 
perhaps 50 per cent of the total 
male labour force in civil employ- 
ment in Britain (excluding agricul- 
ture) have now been granted certain 
guaranteed rights or claims on the 
future production of the community. 

Under private schemes of all sorts 
it may be hazarded that total con- 
tributions from employers and em- 
ployees are nowrunning at the rate of 
£150m. a year. Accumulated funds to 
meet future commitments may now 
amount to £1,500m., of which ap- 
proved pension trust funds probably 
account for over {,.700m. 

In the public service sector, where 
at least one and a half million em- 
ployees would appear to be in 
unfunded schemes, no attermpt has 
ever been made to count the ulti- 
mate cost. Mortgages of unknown 
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magnitude in the future are being 
contracted today. Even in those 
schemes which are funded (covering 
the balance of around one and a half 
million employees) large deficiencies 
are bound to arise, if only because of 
their final salary basis. These will 
have to be met by the Exchequer, 
the rates, or by the nationalised 
boards. It has been estimated that, 
provided the size of the working 
population remains the same, the 
cost of retirement benefits in these 
unfunded public schemes may rise 
ultimately to about 30 per cent of 
the pay-roll—quite independent of 
the rate of interest. 

Social problems of fundamental 
importance are piling up for future 
generations to face as a result of the 
development of superannuation. 


Searching Investigation Needed 


A searching investigation is re- 
quired both into the extent, charac- 
ter, and consequences of public and 
private superannuation schemes, and 
into the principles and effects of 
taxation policy upon them. 

In the field of institutional invest- 
ment retirement schemes are already 
a major influence. As more and more 
money pours into the life offices and 
superannuation funds there is an 
evident danger of diminishing the 
volume of savings seeking investment 
in risk enterprises. 

These trends suggest a gradual 
hardening in the economic arteries 
of the nation, not only in the field of 
investment but in terms of occupa- 





tional and social mobility. The pen- 
sionable age becomes the age at 
which employers and employees 
tend to think it fair and proper for 
an employee to retire; movement 
between employments is restricted; it 
becomes more difficult for older men 
and women to obtain employment 
better fitted to their capacities ; 
greater emphasis is placed on youth, 
length of service, and physical fitness. 
Nor does the division of society into 
two pensionable categories with 
retirement rewards based on quite 
different principles suggest that the 
barriers of social class in Britain are 
likely to diminish. 

Moreover, the direction in which 
all these forces are moving inevitably 
raises the issue of social justice. 
Already it is possible to see here the 
problem of two nations in old age; 
of greater inequalities in living 
standards after work than in work. 

The generous provision which soctet) 
is now earmarking for the future benefit 
of the professional, executive, and salaried 
classes, largely at the expense of direct 
and indirect taxation, is not thought of as 
a social service. The relatively meazre 
National Insurance pension, fast becoming 
the new Poor Law for the aged, ts called 
a soctal service. 

One system is based on the summit 
of occupational success, achieved or 
inherited, measured in money terms; 
the other on regularity of work 
attendance between the ages of 15 
and 65. These contrasting systems of 
reward at the end of working life 
express, in sharper form, what has 
gone before. 
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No Personal Saving in Britain 
EXCEPT BY CONTRACT 


A RECENT survey by the Oxford 
Institute of Statistics has shown, 
within the limits of the accuracy 
attainable in working from a sample 
of the population, that there is now 
practically no personal saving being 
done except by contract. 

This survey, which covered the 
year 1951-52, came to the conclusion 
that in that period private house- 
holds saved approximately £400m. 
in the form of contractual saving— 
£240m. of it in life assurance 
premiums, {£70m. through super- 
annuation, £85m. by mortgage re- 
payment; but that this was almost 


exactly balanced by a reduction of 


£385m. in liquid assets. The re- 
mainder of personal saving, mostly 
the ploughing back of profits by 
farmers and partnerships, brought the 
estimated total to about £10om. 

These figures cannot be taken too 
seriously as an indication of the 
actual volume of personal saving. It 
is believed, for example, that the 
reduction in liquid assets was over- 
estimated because of an inevitable 
sampling error. ‘They provide a use- 
ful introduction, however, to the 
figures now published’ by the Life 
Offices Association covering in effect 
all the saving through life assurance 
for the years 1949 to 1952. There is 
no reason to think that the Oxford 
Survey misrepresents the distribution 
of personal saving. And, to its con- 
clusion that the Life Assurance 
Offices are now the biggest single 
channel of personal saving, the Life 
Offices themselves are able to add 
information on the trend in these 
savings over the last four years. 

The most striking single change, 
noticed by the Oxford Survey as 
well, is the astonishing growth in 


group life and group endowment 
assurance. New sums assured in this 
group rose from just over £60m. in 
1949 to nearly £160m. in 1952. By 
the end of 1952 the premiums attri- 
butable to staff pension and _ life 
assurance schemes (both at home and 
abroad) came to £86m. or 32 per 
cent of the total. There were over 
one and a half million employees in 
the United Kingdom who had 
assurance by means of group or 
individual policies. 

Beside this growth of group 
schemes, however, it is noticeable 
that the rate of increase in new 
business showed a considerable fall- 
ing off in 1952. The new sums 
assured through ordinary life assur- 
ance, other than by group schemes, 
increased by 10 per cent in 1950 over 
1949 and by 14 per cent in 1951 over 
1950. But the increase in 1952 over 
1951 was only 3 per cent. Though 
the rate of increase in group schemes 
was very much larger, the same 
tendency towards a levelling off was 
also visible. The increase in new 
sums assured by group schemes was 
23 per cent in 1950 compared with 
1949, and no less than 72 per cent in 
1951 compared with 1950. But in 
1952 the increase was again 23 per 
cent. 

Saving by life assurance has one 
advantage for the national economy. 
It introduces an element of certainty 
into what has hitherto been the 
most uncertain determinant of eco- 
nomic activity. On the other hand, 
saving of this type can never supply 
the risk capital which it is just as 
necessary to have now as it ever was 
in the past. The stimulation of ‘risk 
saving’ is one of the most urgent 
needs. 


From Financial Times, London, December 21. 1953 








Britain’s Invisible Earnings 


For well over a hundred years the 
United Kingdom has been importing 
more goods than it has been export- 
ing: there has been a deficit in visible 
trade. 

Bui in most of these years this has 
not brought about a deficit in the 
whole current balance of payments. 
The gap has been filled by our net 
invisible earnings: from shipping, 
insurance, oil, income from invest- 
ments, and so on. While we spend 
more than we earn on visible account, 
we normally earn more than we 
spend on invisible account 

This article records the main 
changes in invisible earnings in the 
present century, and examines the 
course of the different types of earn- 
ing since the war and the future pros- 
pect. 

The table shows the ‘gap’ there 
was to fill in successive periods from 
1912 to 1938, and the extent to 
which net invisible earnings suc- 
ceeded or failed in filling it: 


£ million 
(Year or yearly average 
1913 1920-29 1930-38 
excluding 
1921) 

Excess of imports 
cid. over €X= 
ports and re-ex- 
ports f.o.b. 


—134 —342 —340 


Surplus or Deficit 
on balance of 
pavments 


rent 


cur- 
account... +205 +102 —26 

1913: Invisible earnings from ship- 
ping and other services, and income 
from overseas investments, were 
more than offset the 
deficit on visible trade. and there was 


enough to 


From Bulletin 


for Industry. Information Division of H.M. Trea 


a large surplus which could be 
reinvested abroad. 

1920-29: ‘The visible deficit was 
two-and-a-half times as large as in 
1913; but net invisible earnings had 
also increased, and there was still a 
surplus averaging over £100 million 
a year on current account. 

1930-38: The visible deficit was 
about the same as in 1920-29, but 
shipping earnings and income from 
investments abroad declined, so 
that there was on average a small 
current deficit. 

1946-52: There are more accurate 
figures for invisible earnings in the 
post-war period: they can be com- 
pared roughly with the figures for 
1930. 

In most of the post-war years we 
succeeded in keeping the visible 
trade deficit well below the 1938 
level, notwithstanding the deteriora- 
tion in the terms of trade. But this 
saving was outweighed by the tre- 
mendous growth in Government 
overseas expenditure between the 
years 1938 and 1946; and, although 
this fell from 1946 to 1948, from 1948 
to 1952 it again with our 
increasing defence commitments in 
Europe and the East. 

Other invisibles (net) had_ re- 
covered their 1938 level by 1948, and 
have since exceeded it. But over the 
whole period 1946-52 these net 
invisible earnings (excluding Govern- 
ment) paid for only 15 per cent of 
our imports, whereas in 1938 they 
paid for practically 30 per cent. For, 
compared with pre-war, the U.K. 
had lost a large part of her overseas 
investments, and had greatly in- 
creased her own external debt. 
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BRITAIN’S INVISIBLE FARNINGS 


55 
INVISIBLES SINCE THE WAR 
1, INVISIBLES AND THE BALANCE OF PAYMENTS 
(£ million) 
1938 1946 1949 1951 1952 
Excess (—) of imports f.o.b. over exports and 
re-exports f.o.b. ss .. 302 —165 —137 —747 - —18 
Net Government overseas expenditure w= — 16 —323 —139 —15] —169 
Other invisibles (net) .. +248 +190 +307 | 484 +419 
Defence aid (net) 3 - ~- L 4 +121 
Surplus ( +-) or deficit (—) on ‘currentaccount — 70 —289 31 —+410 269 
THE MAKE-UP OF INVISIBLES 
(£ million) 

1938 1946 1949 1951 1952 1953* 

Shipping (net).. 20 + 28 + 91 +135 +109 +140 
Interest, profits, dividends (net) 175 + 62 +. 94 117 68 92+ 
Travel (net) of which... -12 —29 — 33 -29 — 2 10¢ 
Travel on dollar a/c -— — 5 + 14 18 ~ 23 22t 
Government (net) — 16 —323 —139 —15l —169 154 
Other (net) 65 L129 +155 261 +244 +244 


* Ist half-year as annual rate. 


jInterest on the North American loans is paid in the second half-year. 
+The first half-year is seasonally favourable. 


Invisibles Since the War 

Even allowing for the higher level 
of prices, net earnings from shipping 
are much bigger than in 1938. In 
1952, the volume of our own 
imports was nearly one-fifth smaller 
than in 1938; when the volume of 
our imports falls, so payments to 
foreign shipowners tend to fall too, 
and more U.K. ships can be released 
to earn from foreigners; and, since 
the volume of world trade in these 
post-war years has been considerably 
greater than in 1938, there has 
usually been profitable employment 
for them. The volume of our exports 
in 1952, on the other hand, was one- 
and-a-half times as big as in 1938; 
and U.K. shipping companies’ earn- 
ings from carrying these exports are 
credited to ‘shipping’ in the balance 
of payments. 

Our net receipts from interest, 
profits and dividends fell by over 
£100 million from 1938 to 1946. 
This is not surprising, after the 
liquidation of over £1,000 million 


worth of our investments abroad 
during the war and the accumulation 
of some £3,000 million of external 
liabilities. From 1946 to 1950 net 
receipts under this head recovered 
steadily. In 1950 and 1951 high 
profits from the overseas production 
of raw materials helped the total; but 
in 1951 and 1952 payments rose. In 
those years the first interest payments 
(some £40 million a year) were 
made under the U.S. and Canadian 
loans; and with the rise in interest 
rates in this country the annual 
charge on the sterling balances also 
increased. It is the increase in pay- 
ments since 1950, rather than any fall 
in receipts, which has held net 
earnings down. 

With one interruption, our net 
deficit on travel has been falling 
since 1947. This is not because our 
expenditure has contracted—it was 
markedly higher in 1952 than in 
1947—-but because receipts have 
risen more than payments. Tourism 
is now an important dollar-earner: 
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if we count fares, U.S. visitors pro- 
vided us with enough dollars in 1952 
to pay for a tenth of our imports 
from the U.S.A. 

The Government’s net deficit 
follows much the same course as its 
military expenditure abroad: falling 
until 1950, and then rising again in a 
rearming world. Finally, there is the 
‘other (net)’ group, which includes 
receipts from the overseas operations 
of the oil companies, earnings from 
insurance, civil aviation, royalties, 
commissions, banking and_ other 
services. For this group, as for ship- 
ping and interest, profits and divi- 
dends, 1950 was the peak year. The 
loss of Persian oil reduced our 
earnings under this head in 1951 and 
subsequent years. 


Prospect for Invisibles 


In the first half of 1953 the 
invisible surplus was, despite over 
£100 million of Government over- 
seas expenditure, more than enough 
to offset the visible deficit. Gross earn- 
ings from invisible exports probably 
come to about one-third of our 
foreign earnings. Net earnings (be- 
fore subtracting the Government 
deficit) paid for 17 per cent of our 
imports in this half-year, which is a 
much higher proportion than for 
most other nations. What is the 
outlook ? 

On the negative side, the minus 
figure on Government transactions 
derives mainly from our defence 
commitments and our international 
responsibilities, including those to the 
Colonies. These we must expect to 
continue. 


DIGEST 


On the positive side, net shipping 
earnings were comparatively high in 
the first half of this vear; their future 
depends on the level of our own 
imports and the volume of world 
trade; in the long run there may he 
some transference of earnings from 
this sector to civil aviation. ‘Tourist 
earnings are one of our steadily 
growing exports and are expanding 
much faster than physical exports: 
1952 showed a 20 per cent increase 
in dollar earnings from visitors com- 
pared with a 5 per cent increase from 
physical exports. There is still room 


for growth: in 1952 the number of 


Americans who crossed the Atlantic 
to Europe was 20,000 fewer than in 
the highest year before the war, 1929. 
The re-opening of commodity mar- 
kets should increase the earnings 
from commissions, and help to re- 
establish the City of London as the 
commercial centre of the world. 

Finally, if receipts from interest, 
profits, and dividends are to be built 
up, we need-—as we had in 1913 and 
in 1g20-29—a surplus on our current 
account sufficient to finance overseas 
investment, particularly in the Com- 
monwealth. This is not the least of 
the reasons why the Chancellor has 
spoken of the need to secure an aver- 
age annual surplus of some £300- 
£350 million to which invisible 
earnings have an important and, it is 
hoped, a growing contribution to 
make. The hotelier, the insurance 
broker, the commodity dealer and the 
oil producer, as well as the car 
manufacturer or the shipbuilder, 
have an important part in Britain’s 
export drive. 








European Payments Union: 


HELP OR HINDRANCE 


TO CONVERTIBILITY ? 


By RoBeRT MARJORLIN 


EVEN a system of full convertibility 
would find itself confronted with 
problems little different from those 
with which the present European 
system is trying to grapple. The 
questions of protection, in particular, 
and the means whereby countries 
can adapt themselves to changing 
economic conditions, will remain as 
major problems. The efforts now 
being made to overcome these diffi- 
culties may, accordingly, be said to 
have a value that transcends the 
existence of the O.E.E.C. itself. They 
will, indeed, help the re-establish- 
ment of general convertibility——the 
reiterated aim of the O.E.E.C. and 


the E.P.U. 


But it is often suggested that, 
through its very existence, the Euro- 
pean system may delay progress 


towards convertibility, whether this 
is to be made by all European coun- 
tries together, or by those best placed 
to move quickly towards it. While this 
suggestion cannot fully be answered 
in the present article, some aspects of 
it must be discussed. 

It may, in particular, be asked 
whether the amount of credit avail- 
able through the E.P.U. does not 
constitute a feather-bed on which 
the debtor countries can dream in 
peace, with nothing to spur them tu 
make the changes necessary in their 
own economies. Expert opinion, how- 
ever, seems to be united in recoeg- 
nising that a major obstacle to pro- 
gress towards convertibility lies in the 
lack of international liquidities and 
that no international monetary 
tem work in the 


SVS- 


can absence of 
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short-term credits. And the purpose 
of E.P.U. credits is precisely to make 
the foreign currency reserves of 
central banks less insufficient, and 
thus partially to fulfil the role 
previously played by the banking 
system. 

It is important, in this connection, 
to note that the volume of credit 
available through the E.P.U. is 
relatively small. The maximum the- 
oretical amount is about $1.4 bil- 
lions, of which about $1 billion are 
now being utilised. The total amount 
of credit utilised within the frame- 
work of the bilateral payments agree- 
ments in force before the creation of 
E.P.U., was between $800 and $qoo 
millions; at that time, however, the 
volume of trade was considerably 
less than today. 


Wider Trade Hampered? 


Another question frequently asked 
is whether the liberalisation of trade 
in Europe hampers the increase of 
exports to non-European countries, 
and, in particular, of exports to 
North America. It is, of course, 
possible that some goods may be 
diverted from the United States or 
Canada towards the European mar- 
ket as a result of the progress of 
liberalisation. But at a time when 
unused capacity is increasingly being 
found in Europe, it is highly unlikely 
that this is true to any important 
extent. And on the other side of the 
coin, it has to be recognised that as 
the result of the present system, the 
O.E.E.C. is exerting pres- 
sure on debtor countries to put their 
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houses in order, that some degree ot 


competition between national indus- 
tries long previously protected is 
being re-established. and that the 
encouragement of production on a 
larger scale is contributing to in- 
creased efficiency. In this way, 
liberalisation of trade is helping the 
improvement of Europe’s competitive 
ability in the markets of North 
America and other outside countries. 

More difficult to answer is the 
question whether particular coun- 
tries, whose currencies are relatively 
strong, would advance more quickly 
towards convertibility if they did not 


adhere to the European system of 


trade and payments. There is, ot 
course, some truth in the suggestion 
that the countries concerned might 
be held back by other Members ol 
the system who had not yet elimina- 
ted inflation. A country suffering 
from inflation, or with an imper- 
fectly adjusted exchange rate, might 
offer a particularly easy target for the 
exports of other Member countries. 
But such a country would soon 
exhaust its credit facilities in the 
E.P.U. and, reaching a point where 
the whole of its deficit had to be 
settled in gold, would reimpose 
quantitative restrictions on imports. 
When this happened, the country 
would cease, from this standpoint, 
to be an effective Member of the 
system, and would no longer exert a 
harmful influence on the soundness 
of other Member’s currencies. 


Another Problem 


It has also to be recognised that a 
country with a relatively strong 
currency and a regular surplus in 
trade with other Members does not 
draw full advantage from its position. 


In the first place, it grants credits to 
the other countries within, and often 
beyond, the limit of its quota; and 
in the second, the present European 
system generally results in the im- 
port policies of creditors being more 
liberal than those of debtors. The 
argument, which can be variously 
presented, is that if the creditor 
granted smaller credits and liberal- 
ised no more than the debtors, the 
more rapid increase of its reserves 
would enable it to make its currency 
convertible. But is it, in fact, desir- 
able that one European country 
should) achieve convertibility — by 
siphoning off the reserves of others. 
And if so, is it really likely that othe: 
countries will watch their reserves 
thus running away without taking 
measures, if necessary discriminatory 
ones, to stop the drain ? 

This is yet another of the problems 
that, far from being peculiar to the 
present European regime, would 
exist with equal force under a system 


of full convertibility. It would, of 


course, be considered normal in a 
situation of general convertibility 
that a country in surplus with the 
rest of Europe but in deficit with the 
outside world should earn gold from 
the one to settle its debts with the 
other. And it might even be, for a 
time, that a country might maintain 


an over-all surplus in its balance of 


payments, so long as the reserves 
available elsewhere were sufficient to 
enable convertibility to be safe- 
cuarded, and the creditor in question 
had adopted the most liberal policy 
possible in respect of imports and 
invisible transactions. But converti- 
bility could not be continued without 
discriminatory commercial restric- 
tions if an extreme creditor position 
were to be too long maintained. 
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Colombo Plan’s Second Year 


BY Martin GOETZ 


ALTHOUGH the Colombo Plan origin- 
ated at the meeting of Common- 
wealth Foreign Ministers held at 
Colombo in January, 1950, its effec- 
tive start dates back only to the 
middle of 1951. Thus it has been in 
operation for only two years and the 
programmes of the individual coun- 
tries have now generally passed out 
of the stage of preparation into that 
of execution. 

In some of the separate country 
programmes a number of develop- 
ments were already under way when 


the Plan was launched; but it is 
broadly true that the programmes 
are only now reaching the stage 


where tangible returns on any con- 
siderable scale can reasonably be 
looked for. Although much obviously 
remains to be done, the progress 
made so far is encouraging; for 
example, in 1951-52 India produced 
five million tons more food grains 
than in the previous year, an increase 
of over 10 per cent. 

It is well to remember that the 
Colombo Plan is not a ‘plan’ in the 
sense of a general programme for the 
whole region. Its main object is to 
give encouragement and support to 
countries of South and South-East 
Asia in their efforts to raise the living 
standards of their people. Each 
country has drawn up its own 
development programme and each is 
solely responsible for putting that 
programme into effect. 

But the countries would have been 
faced with much greater difficulties 
without the plan. Outside countries 
helped in the fixing of priorities 
among the many projects which 


krom Oficial Report, H.A1. Statione r) 


seemed desirable, the main order of 
priorities being agriculture, power, 
and transport. They also helped 
with technical assistance, so impor- 
tant for countries in which experts 
are still scarce, and with the provision 
of the resources, especially capital 
goods, for the whole or part of the 
individual schemes. 

All this aid and advice is given on 
a bilateral basis; the plan provides 
solely a general framework for 
co-ordination. By far the greater part 
of the cost of each programme is met 
by the country itself and outside 
financial aid represents only a frac- 
tion of what the countries of the 
region are doing for themselves. 


Fluctuations in Trade Terms 


The Colombo Plan was originally 
a Commonwealth initiative—a co- 
operative effort of the whole Com- 
monwealth (with the exception of 
South Africa)—to help the develop- 
ment of the Commonwealth coun- 
tries and colonies in the region. But 
it was contemplated from the begin- 
ning that other countries in the 
region should be invited to co- 
operate. Indonesia having become a 
member early this year, now all the 
countries in the area (with the 
exception of Thailand—which, how- 
ever, regularly sends observers to the 
annual meetings—Afghanistan and 
the Philippines) are participating. 
The United States is also a full 
member of the Consultative Com- 
mittee, and close liaison is kept with 
the World Bank and ECAFE. 

Most of the countries in South- 
East Asia are exporters of raw 
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materials and other primary pro- 
ducts. As a result of the boom in 
these products during the latter part 
of 1950 and early 1951, the national 
income of these countries showed an 
unexpected increase, enabling them 
to finance their development pro- 
grammes almost entirely from their 
own resources and simultaneously to 
increase their external assets and 
internal reserves. 

These tavourable conditions had 
already disappeared when the First 
Annual Report was written and it 
was then pointed out that the coun- 
tries would no longer be able to 
finance their programmes so largely 
from their own resources. Since then, 
prices of some of their main export 
commodities —rubber, jute, tin. 

have fallen still lower; but 
the downward trend in the prices of! 
some others——e.g., tea and copra 
has been relatively moderate and the 
recent rise in the price of tea has 
brought it back to near its 1951 level. 

As import prices fell comparatively 
little, most of these countries have 


cotton 


had an adverse movement in thet 
terms of trade. At the same time, 
the cost of living has remained at 
about 1951 levels. The result has been 
an increase in the cost of develop- 
ment programmes, together with a 
marked fall in the resources available 
to finance them. 

As a result of the decline in 
revenue, some of the Governments 
have not been able to meet even then 
current expenditure from = current 
revenue; others have been able to 
meet part of their capital expendi- 
ture on development out of then 
current revenue, but to a far smaller 
extent than during the boom. Efforts 
have been made to expand smail 
savings, but so far the response has 
not been very marked. 

Nevertheless. all the countries 
managed to spend rather more o1 
their development programmes in 
1952-53 than in the previous year. 
In some cases, they have raised 
internal loans. Some Governments 
had accumulated substantial sur- 
pluses during the boom, on which 


EXTERNAL CAPITAL AID: EXPENDITURE AND COMMITMENTS, 
1951-53 
Expressed in £ sterling millions 


Donor Country India Pakistan Ceylon 
Australia* 5.36 4.56 0.56 
Canadat «. ACS 7.0 0.7 
Indiat ah a ~- - 
New Zealand”... 0.25 0.5 0.5 
United States§... 34.26 8.1 -—— 
Norway $ 0.5 - - 


Cambodia, 
Indo- Laos and 


nesia Nepal Burma Viet Nam 

0.2 - a = 
Dako 

4.7] 0.25 7.46 L753 


*Australia has pledged £25.0 million during the 6-year period of the plan. By the end oi 
1952-53, £10.68 million had already been spent, or committed, for expenditure in India, 


Pakistan, Ceylon and Indonesia. 
| 


+Canada has voted a further £9 million for 1953-54. 


tIndia h 1 


as pledged a total of £1.5 million of aid to Nepal. 


t 
“New Zealand has pledged £3 million over the first three years of the plan. Already 
£2.378,000 have been spent or committed for expenditure in India, Pakistan, Ceylon and 
Indonesia (including £1,128,000 committed after the end of the second year). 
§U.S. has also met food shortages in India and Pakistan with about £107 million in grants 


and loans for the purchase of wheat. 


Norway has authorised so far £0.2 million for a joint fisheries development project in 


Travancore-Cochin. 
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they have been drawing to fill the 
yap. In general, external assets and 
internal reserves have been severely 
reduced. 


Releases of Sterling 

The United Kingdom is _ con- 
tinuing to release sterling balances to 
India, Pakistan and Ceylon at the 
current agreed rate of about {£42 
million annually. In addition, a 
credit of £10 million has been made 
available to Pakistan for the pur- 
chase in the 
equipment for schemes contributing 
to agricultural production; some 
£65 million has been spent or com- 
mitted for rehabilitation and develop- 
ment in the Federation of Malaya, 
Singapore, North Borneo and Sara- 
wak; and £60 million is being made 
available out of the U.K.’s capital 
subscription to the World Bank for 
development in the Commonwealth 


countries of the Sterling Area, of 


which £5 million has already been 
offered for two projects in India. 
The Commonwealth Develop- 
ment Finance Company will also 
play a part; its role was discussed at 
the Commonwealth Conference at 
Sydney. The United Kingdom is also 
a major source for the area’s imports 
of capital goods and, in addition, has 
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Council was created in 
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educational organisation in the field of Economics and Monetary 
Practice. 
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made major contributions to the 
technical assistance schemes under 
the plan (by providing training 
equipment, training facilities and 


' the services of experts). 


External Capital Aid from other 
sources is summarised in the table 
given on previous page. 


Lessons of Experience 


Although with growing experience 
extensive revision has been taking 
place in the content of the various 
programmes since 1950, the original 
objectives still seem to have been 
conceived on the right lines and it is 
fundamental that the countries, in 
spite of all difficulties, should con- 
tinue to move forward with their 
programmes as rapidly as possible. 

‘The success of these efforts will 
depend on three conditions. First, the 
countries ‘must concentrate on the 
essentials of their programmes and 
must make the fullest use of all their 
resources, human, material and 
financial. Secondly, they must follow 
sound internal policies designed to 
inflation and secure the 
highest possible level of saving and 
investment. Thirdly, the present 
flow of external financial aid must be 
continued and, if possible, increased.’ 
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Facts About Sterling Balances 
of British Colonies 





Colonial sterling balances rose from 
L670m. in 1949 to £1,222m. in 1952. 
The increase has been much criticised, and 
the official report from which quotations 
are here given is an attempt to pul the 


matter into a true perspective. 





Tue Colonial sterling assets are part 
of the financial reserves of Colonial 
Governments and peoples. Like other 
countries, the Colonies need to hold 
reserves as an insurance against falls 
in export earnings, as savings for 
future investment and to maintain 
the exchange value of their curren- 
cies. As a general rule, and in the 
short run, the reserves rise in times of 
prosperity and fall in times of reces- 
sion; but as the Colonies become 
more developed and their national 
product increases, they should 
show a long-term upward trend. 


Funds in Detail 


The fact that the bulk of the 
Colonies’ reserves is now held in 
London has no hidden significance. 
This results from the Colonies’ mem- 
bership of the sterling area and from 
their close link with the U.K. bank- 
ing system and with sterling. They 
find it convenient to hold most of 
their reserves in London, and the 
London banking system and capital 
market is able and willing to provide 
facilities. It follows that the reserves 
can be withdrawn at will and that 
there is no question of their being 
blocked. 

The main components of the 
sterling assets (with the percentage 
of the total represented by each com- 


ponent at the end of 1952) are (1) 
Colonial Government funds (36 per 
cent), (2) funds held in London by 


Colonial currency authorities (30 per 


cent), (3) Uganda Price Assistance 
funds and invested reserves of the 
West African Marketing Boards, etc. 
(12 per cent), and (4) funds with the 
United Kingdom banks, etc. (22 pet 
cent). 

(1) Colonial Government funds consist 
of various central and local Govern- 
ment reserves and of funds for which 
Governments act as banker and have 
legal responsibility, in the following 
main categories :— 

(a) General Reserves and current 
balances consist largely of the assets 
of Colonial Governments neither 
required locally for immediate needs 
nor tied up in funds established for 
special purposes. They comprise 
balances on current account, re- 
serve funds, invested surplus funds 
and unexpended loan balances. Since 
they represent working capital, a 
proportion must be kept liquid. 
General reserves also frequently 
contain funds earmarked for eco- 
nomic and social development, even 
in territories with separate Develop- 
ment Funds. 

(b) Development Funds have been 
built up in some Colonies, usually 
from budget surpluses and some- 
times augmented by the proceeds of 
special export duties. These funds 
are specifically set aside to meet the 
cost of development; they are not 
normally hypothecated for particular 
projects. 


(c) Renewal Funds exist in a number 


From Memorandum on the Sterling Assets of the British Colonies, Colonial Office, H.M. Stationery 
Office, London (Colonial No. 298) 
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of Colonies to assist in meeting the 


cost of replacing major items of 


capital equipment, particularly for 
Government-owned public utilities. 

(d) Sinking Funds. A statutory sink- 
ing fund of 1 per cent is required on 
London loans raised by Colonial 
Governments and such funds are also 
held for local loans. In addition, a 
number of Colonial Governments 
make contributions, as resources 
permit, to supplementary sinking 
funds, which are not tied to any 
particular loan. 


(e) Pension and Provident Funds 
consist of the 
Governments, other public em- 
ployers and employees to the various 
funds which have been established 
in the Colonies, mainly for railway 
and subordinate Government em- 
ployees. (The greater part of Colonial 
Government commitments for pen- 
sions is voted annually.) 

(f) Savings Banks. The greater part 
of the deposits in Government 
savings banks is invested in London. 

(g) Local Government Funds, consis- 
ting mainly of the assets of Native 
Administrations in West Africa, 
amounted to 1 per cent of Govern- 
ment assets at the end of 1952. 


h) Miscellaneous Government Funds 
are very varied in character and 
include such items as Harbour 
Board Funds, and some minor price 
assistance and marketing funds. The 
more important price 
funds are included with 
African Marketing Boards. 


assistance 
the West 


2) Currency Funds. As the main 
function of currency authorities in 
nearly all Colonies is to sell local 
currency for sterling and to buy back 
local currency with sterling, they 
automatically accumulate sterling to 


the extent thev sell. or ‘issue’, local 


contributions of 


J 


currency. On top of this they may 
hold, in sterling, profits derived from 
commission charges and interest on 
investments. The effect of the system 
is that sterling or sterling securities 
are held by the authorities equivalent 
to at least 100 per cent of the value 
of local currency issued. 


(3) Marketing Board Reserves. The 
various marketing boards have ac- 
cumulated reserves for price stabilisa- 
tion, development and_ research. 
Some of these funds have been lent 
to local Governments, but the greater 
part is still held in London. 


(4) Funds with United Kingdom Banks, 
etc. include, along with some minor 
items, that portion of the assets of 
banks in the Colonies which is not 
employed locally, or (to a small 
extent) in other centres, but is held 
in London. Deposits with London 
banks of other residents in the 
Colonies are also included. 


Factors Affecting Totals 


Exports, investments from abroad 
and other earnings provide the 
Colonies with a claim on external 
resources, but Governments and the 
public in the Colonies are then faced 
with a wide variety of individual 
decisions whether to realise that 
claim, by spending on imports, or 
not; if they decide to spend, they 
have the further choice between 
spending for current consumption 
and spending on goods needed for 
economic development. 

Thus, however they may be held, 
the level of the Colonies’ reserves 
their unspent receipts-——is determined 
by economic conditions and by the 
financial policies of own 
Governments, of local marketing 
boards and of commercial firms and 
banks operating within their terri- 
tories, as well as by decisions of then 


their 
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general public, e.g. about saving 
or holding currency. A change in the 
economic climate, in Government 
fiscal policy or in the public’s 
saving habits may bring about a 
change in one or more of the 


CONCLU. 


(1) The steep rise in sterling assets 
between 1950 and 1952 has been the 
result mainly of the boom in the 
sterling prices of raw materials 
following devaluation and the 
Korean war boom. A considerable 
part of the rise represents savings by 
Colonial Governments, other public 
bodies and the Colonial public. 
Another important part represents 
investment from overseas—both 
short-term trading capital brought 
in by commercial firms and long- 
term investment in Colonial agricul- 
ture, mining, industry and public 
works. In fact, only during 1950 and 
the first half of 1951 was the rise in 
sterling assets clearly associated with 
a large positive balance of payments 
on current account, and such a sur- 
plus is not typical of the Colonial 
payments position. 

(2) In the short term, it appears 
probable that the rate of increase of 
sterling assets will fall off, and there 
may even be some reduction in their 
total in the near future as a result of 
lower raw material prices. There 
can, however, be little doubt that the 
building up of Government reserves 
has enabled some Colonies to plan 
long-term development with con- 
fidence and that those Colonies 
which have accumulated large ster- 
ling assets will be in a stronger 
position to meet any serious recession 
in raw material prices than those 


London funds described above; and 
changes in one fund may aflect 
others. For example, changes in 
commercial bank funds may reflect 
equal and opposite changes in the 
currency funds, 


SIO.NS 


which have been unable to do so. 
In the long term, increasing develop- 
ment and rising economic standards 
are likely to mean bigger reserves. 
however held. 

(3) Thus the Colonies have good 
reason for satisfaction in their present 
sterling reserves. ‘They have been 
able, during a few exceptional years 
of favourable terms of trade, to 
increase their reserves against a 
future recession, while they increased 
their consumption, expanded their 
physical assets and carried out 
general plans of economic and social 
improvement with the help of out- 
side capital, most of which came 
from the United Kingdom. Before 
the war, violent fluctuations in 
commodity prices had a severe 
impact on living standards and on 
development prospects in the Colon- 
ies, just because reserves were so 
much lower than now. Raw material 
prices in world markets have now 
declined, and with certain exceptions 
the terms of trade have become less 
favourable. If these trends continue, 
the accumulated savings of the 
Colonies will be of great value in 
enabling them to face the future 
with confidence and to press forward 
with schemes of basic development 
upon which their continued econo- 
mic and political progress so much 
depends. 
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Commentary on Colonial 
Government Reserve Funds 


As most Colonies have no money 
markets and Governments are con- 
sequently unable to raise short-term 
funds locally, it is usually necessary 
for them to hold bigger working 
balances than is normal elsewhere. 
This necessity is reinforced by the 
instability of Government revenues, 
which, depending either directly or 
indirectly on the value of exports and 
imports, rise or fall with dramatic 
suddenness. Most Colonial Govern- 


ments (except in the grant-aided 
territories) aim at reserves equivalent 
to four to six months revenue. In 


periods of rising prices and costs, 
when Government revenues are also 
rising, reserves tend to go up too. 


In order to ensure a steady flow of 


finance into long-term development, 
some Governments, besides building 
up general reserves to keep pace with 
rising Government expenditure, took 
advantage of the high prices tem- 
porarily ruling for primary products 
in 1950-51 to levy extra taxation, the 
proceeds of which went to special 


development funds or were regarded 
as additional development reserves. 

One of the reasons why Govern- 
ments increased their general and 
development reserves during 1950-52 
was their inability to spend money on 
development quickly their 
revenues rose. Long-term develop- 
ment is not carried out in fits and 
starts; to be effective it must be 
steady and continuous. Expenditure 
on development during this period 
was in any case limited by 


as 


as 


shortages 


of skilled manpower and capital 
goods, from which the Colonies 
suffered in common with othe 


countries. This does not mean that 
there was nota steady increase in the 
amount of development which took 
place; it merely means that the 
favourable conditions of the period 
made possible for most Colonies both 
a rising level of public investment 
and increased reserves for future 
development. 

The build-up of Government re- 
serves in sterling has varied con- 


(SENERAL AND DEVELOPMENT RESERVES HELD IN THE U.K. By REGIONS, 
AND AS PERCENTAGES OF PuBLIc REVENUE, 1949-1952 


(GENERAL AND DEVELOPMENT RESERVES 


£ million 


Regions 


West Africa $+ 


29 x0) 
East Africa (a) 20 28 30 
Central Africa 6 7 3 
Malavan Arca } 24 60 
West Indies 5 10 9 
Other territories 8 16 22 
All Regions 65 115 173 


(a) The figures for East Africa include the reserves 


self-contained services. 


As Percentages of Public Revenue 


1949 1950 1951 1952 1949 


1950 195] 1952 
61 $2 52 54 P he 
42 56 72 63 8: 
10 35 39 40) 3-4 
8&0 5 53 : 
8 17 7 2 19 
32 22 14) 5 7 
233 28 +4 49 65 


of the East African High Commission 
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siderably between regional groups of 


Colonies, as the table (p. 65) shows. 

The figures in the Table need 
qualification. First, they do not cover 
the whole of the general and 
development reserves of Colonial 
Governments but only those reserves 
which are invested in London, the 
proportion of which has fallen 
slightly since 1949. Vhus the fall in 
the Central African percentages is 
partly due to the increased local use 
of reserve tunds. Secondly, genera! 
reserves May contain some special 
tunds which are not at the tree 
disposal of Government. ‘Thirdly, 
the eflect on reserves of unexpended 
loan balances may be considerable. 
When a Colony raises a loan, the 
proceeds go to general reserves until 
required, thus automatically, if tem- 
porarily, increasing its sterling assets. 
For example, the fact that the East 
African territories (including the 
East Africa High Commission) raised 
over {£24 million in loans in 1952, 
21.5 million of which was on the 
vondon market, contributed to the 
rise in their reserves during that year. 
Lastly, changes expressed as per- 
centages may be in the opposite 


Ak 
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direction to changes in absolute 
figures. For example, the Central 
African proportion of London re- 
serves to revenues has fallen, but the 
absolute level of reserves has risen. 

But these qualifications do not 
lully explain the striking variations 
in the Table. Whereas between 1949 
and 1952 the West African and 
South East Asian Governments sub- 
stantially increased the proportionate 
level of their general and develop- 
ment reserves, the reserves of West 
Indian Governments remained low. 
‘Lhese diflerences partly in the finan- 
cial policies of the Governments con- 
cerned but also in the price level of 
the main exports of the diflerent 
regions. The reserves of the South 
East Asian territories were, of course, 
very low in 1949 because of heavy 
expenditure on reconstruction com 
bined with a low price for rubber; a 
considerable part of the increase 
since then represents no more than 
the building up of normal balances. 
in all, the increase of Government 
general and development reserves 
accounted for 30 per cent of the rise 
in Colonial sterling assets between 
1949 and 1952. 





Corontgs’ DOLLAR EARNINGS 
U.S. Millions of Dollars 


1948 1949 1950 195] 1952 
206 126 229 436 269 
77 82 102 30 129 
74 47 34 76 53 
26 26 26 37 36 
6 10 13 27 20 
19 40 42 46 19 

5 l 14 16 17 


TRADE OF COLONIES WirH U.S.A. 
U.S. Millions of Dollars 


1938 1947 
Rubber (Malaya) ee 266 
Tin (Malaya) 34 Lf 
Cocoa (Gold Coast 2 } 49 
Cocoa (Nigeria) ... ‘ 2 26 
Copper (N. Rhodesia) ... J - 
Sugar (West Indies eae 13 18 
Coffee (Br. E. Africa) ... } _ 
1938 1947 
U.S. Exports to Colonies.. 63 329 
U.S. Imports from Colon- 
ies an cots ee 140 398 


1948 1949 1950 1951 1952 
298 284 195 196 201 
418 a2 475 730 652 


From Commonwealth Trade 1952)3, H.Af. Stationery Office, London 
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Buffer-Stock Problems 


Boris (¢ 


SWERLING 


Food Research Institute, Stanford University 
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Patterns of world trade and econonir 
characteristics of traded 
introduce complexities enough to deflate 
the more extravagant « vpect ations held for 


} 
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commodities. 
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ue following are typical com- 
plications: 

(1) International commodity trade 
is by no means evenly diffused 
among the various countries of the 
world. Rather, just as there are kev 
currencies 1n international monetary 
transactions, there are key com- 
modities and key countries in trade. 
The division between dollar com- 
modities (wheat, cotton, tobacco, 
sugar, nickel, etc.) and sterling ones 
wool, jute, rubber, tin, copper, et 
1S only a part of the story. The degree e€ 
of concentration of world exports 
from or imports to individual coun- 
tries is even more relevant. The high 
proportion of coffee trade that moves 
from Brazil and Colombia to the 
United States would make the role 
of an international agency, inserted 
between buyer and seller nations, 
extremely delicate. Where one coun- 
try is largely responsible for available 
exports as Pakistan for raw jute, 
Canada for nickel and the United 
States for sulphur—exporters would 
look with considerable disfavour 
upon an agency which, by accumu- 
lating stocks (some of them presum- 
ably to be stored in importer 
countries), weakens their bargaining 
power in current trading operations. 
These features are not characteristic 
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From Buffer Stocks and International Commodity 


of such agricultural commodities a: 
wheat, cotton a sugar, but are 
quite typical for some of * indus- 
trial raw materials covere a in the 
Report of the President’s Materials 


Policy Commission. 

2) Few argu that importers 
stand to benefit as much from stable 
prices as export t-depend if econo- 


mies would gain trom stable markets. 


The question, which specific ex- 
porters gain from buffer operation 
in a particular commodity, must 
therefore be answered. If the crutch 
ees i ee 

is for the weak, such Commodities as 
wheat. cotton and tobacco. pre- 


dominantly exported from the 
United States, would appear to be 
ruled out. There can be no strong 
argument for transferring the burden 
of their stockholding to an inter- 
national agency. For one _ thing, 
excessive stock accumulation by the 
Commodity Credit Corporation 
would more quickly bring its own 
corrective, either through attempts 
at production control or by diversion 
of product to low-price use, ¢.g., 
possibiy wheat as feed. There may 
be better grounds for offering contra- 
cyclical support to such wheat 
exporters as Canada and Australia, 
but these, too, are not among the 
weakest primary-exporting countries. 
Petroleum, which is by contrast 
exported from nations much lower 


1] . ‘ : 

on the ladder of econom1 aeveiop- 
ees 1] Senta’: 4 ee : 

ment, 1S Ml-adaptea to storage in 
quantity for rea is of sheer bulk. 


i 
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demand of particular commodities 
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have long-run effects, but can take 
place with shocking rapidity. Within 
a few years in the late 1920s, intro- 
duction of high-yield cane varieties 
brought a sharp decline in Java’s 
sugar-production costs. ‘The serious 
displacement of an old, or the 
inauguration of a new, major inter- 
nationally traded good, can be quite 
abrupt. Silk’s unsuccessful fight with 
synthetic fibres for the United States 
market was a short one; moreover, 
the price level at which wool, jute or 
rubber can hold their long-term 
position in competition with syn- 
thetics and substitutes may be sharply 
below the range expected only five 
years ago. While the major food- 
stuffs are less liable to these particular 
risks, industrial raw materials fed 
into modern technological processes 
are highly susceptible. Shifts between 
different producing regions may be 
equally spectacular and disturbing. 
Operation by a buffer-stock agency 
may not merely impede adjustment; 
there is also a serious risk that the 
agency will in the course of time 
find itself saddled with obsolescent 
commodities or obsolete grades. 
Where industrial change suddenly 
opens up new markets for com- 
modities, as for rubber in the first 
two decades of this century, storage 
operations can avail little against the 
secular increase in demand and its 
price effects. 


(4) Many raw commodities origin- 
ating in the tropics—including coffee, 
tea, cocoa, rubber and copra—are 
tree crops. The long gestation period 
separating planting from first com- 
mercial harvest precludes any quick 


expansion of productive capacity. 
New plantings, especially by native 
growers, are rarely officially re- 
corded. Since increases in capacity 


are accordingly long concealed, and 
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market conditions at the date when 
trees actually come into bearing 
must be anticipated a long time in 
advance, there is a serious danger 
that expansion will be excessive. 
Besides, variable costs are low, so that 
current output falls little in response 
to moderate price declines, while 
productive capacity is even less 
elastic downward than upward. ‘The 
difficulty of rationally adjusting tree 
population under these circumstances 
is clear. 

What is less obvious is that a 
bufter-stock operation might make 
responses of current output and tree 
plantings more perverse rather than 
less so. Transitory peaks in prices can 
hardly be taken as signals for expand- 
ing capacity; they do provide incen- 
tives for collecting all available 
produce from the current harvest. 
Transitory troughs do not lead to 
destruction of trees; they do bring 
some relaxation of harvesting efforts. 
\ more moderate price range could 
easily bring stability—even undue 
stabilitvy—in current output, vet 
provide so strong an incentive to 
increase capacity as to undermine 
the storage operation. In short, the 
economic problems of tree crops can 
be further complicated by a device 
which regulates only current market 
price. 


») Price stability for exports 
similarly goes only a short way 
towards correcting the trading diffi- 
culties of countries heavily dependent 
on export receipts from a few prim- 


ary products. Cyclical stages of 


demand pressure are periods of real 
scarcity of goods relative to claims 
for goods. Peak prices for raw com- 
modities may be chopped off. Yet 
primary-producing countries will ex- 
perience essential scarcity of manu- 
factured goods by delayed delivery 
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dates, even at unchanged prices. 
Besides, commitments tend to be 
made with the expectation that 
relatively high price levels for prim- 
ary exports will continue indefinitely. 
The normal lag between placing 
orders and receiving deliveries may 
accordingly lead, as it has spec- 
tacularly in the recent past, to 
arrival of manufactured goods in 
volume only after terms of trade 
have moved unfavourably, generat- 
ing balance-of-payments difhiculties 
along the way. Storage operations in 
raw commodities will not alleviate 
the felt shortage of manufactured 
imports, nor will they assure con- 
tinuity of development programmes 
geared to maximum levels of foreign- 
exchange receipts. 


(6) The Second World War and 
its aftermath leave a residue of 
commodity distortions which will 
not be corrected by setting up a 
buffer stock. Where the fear used to 
be that equilibrium prices would be 
politically too low to satisfy producer 
groups, it is entirely likely that 
equilibrium prices are now too high 
to permit a country like the United 
Kingdom to enjoy its accustomed 
consumption of some imported food- 
stuffs. How is United States synthetic 
rubber to be priced, in order that the 
natural-rubber economy of Malaya 
and Indonesia may not be put under 
too severe pressure ? Commodity by 
commodity, in short, there are diffi- 
cult solutions to be worked out. The 
buffer-stock device has the advantage 
that it appears to contribute some- 
thing towards solving each of the 
problems simultaneously; but in 
every case a real answer must be 
found quite independently of storage 
operations. 


(7) It is frequently stated that 
‘prices of most raw materials tend to 


react sharply to small shifts in supply 
and demand’. There are senses in 
which this statement is meaningful; 
yet for industrial raw materials the 
most serious problems arise precisely 
because the swings in demand (for 
use and for private stocks) are wide, 
not narrow. ‘Though data on year- 
to-year changes understate rather 
than exaggerate the swings, such 
information confirms this objection. 
Natural rubber (like tin) is par- 
ticularly useful for demonstration 
purposes, since practically the entire 
world output moves into trade. It 
may not be surprising that net world 
exports of natural rubber, after 
declining slightly in 1949, rose by 
more than 20 per cent in 1950, from 
1,361,000 metric tons to 1,652,000. 
But year-to-year fluctuations of this 
dimension were also experienced in 


a secondary pre-war cycle like 
1936-38, when net world exports 
moved as follows (in thousand 
metric tons): 1935, 891.6; 1936, 
879.6; 1937, 1150.3; and 1938, 


goo.t. Piecemeal data such as these 
merit study, if one is to have any 
advance understanding of the level 
of storage required to achieve the 
objective for specific commodities. 
At recent moderate prices (say 25 
cents per pound) even 200,000 metric 
tons of rubber would represent a 
commodity investment of over $110 
million. 


(8) Although this discussion has 
avoided the issues associated with 
commodity-reserve currency, it can 
properly raise the alarm against 
misleading analogies between mone- 
tary and commodity operations. 
‘Monetising’ commodities would in- 
deed assure for them, temporarily 
at least, a market that was as good as 
gold. But gold is peculiarly suited to 
monetary use, precisely because, due 
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to its durabilitv. the accumulated 
stock is many times larger than 
current output. In any case, the 
price at which the United States 
Government is today prepared to 
buy gold is not to the taste of the 
mining industry. Sales and purchases 
by a bufier-stock agency would, like 


open-market sales and purchases of 


securities by a central bank, absorb 
and release expendible funds. But 
the control exercised by national 
monetary authorities over the supply 


of money is of a different order from 
the infiuence exerted by a storage 
agency over commodity production. 
Similarly, the limits of authority 
open to an Exchange Equalisation 
Fund are considerably wider than to 
a commodity stockpiling agency. The 
former can, with ‘Treasury assistance. 
push down the exchange rate; a 
buffer-stock board that set its base 
price too low would quickly run out 


of its stocks and its powers. 





SUGGESTION BOXES PAY HANDSOME DIVIDENDS 


THE suggestion box is no longer a laughing matter. It has become an established factor in 


employee-management relations. It supplies companies with mere than a million ideas a 


vear, and workers with bonuses totalling almost $7,000,000 annually. 
The Eastman Kodak Company sent one employee a whopping $11,586 cheque for a 
suggestion to revise a stacking assembly fixture. The General Electric Company paid $4.800 


' 


toaclerk 


who thought up a better way to utilise copper in manufacturing motor and genera- 


tor products. New York State presented a $2,000 merit award to two men who worked 
out a chain-saw device for cutting and removing hazardous pilings from the Niagara River. 


just above the falls. In the first nine months of 


alone paid out $1.860.000 in awards. 


1955, the giant General Motors Corporation 


The Budget Bureau in Washington calculates that during the seven years the Govern- 


ment-wide suggestion programme has been in effect, it has saved close on $170,000,000. 
The suggestion box was introduced into the United States back in 1880. Today ther 


are an estimated 8.000 suge 


tion systems In operation. 


New York Times, January 17, 1954 





HOW TO FEED THE HUNGRY POOR—continued from opposite page 


immigrants from China or India? 
There is enough factual and con- 
vincing evidence that the sparsely 
populated countries like the U.S.A., 
Canada, Argentina, Australia, and 
even France and Denmark can pro- 
duce any amount of food and other 
agricultural produce to supply the 
deficit countries with necessities for 
any foreseeable period of time, pro- 
vided a necessary price incentive is 
forthcoming. The price support 
schemes of the governments in some 
of these countries have actually 
produced surpluses for which no 


outlets can be found. 
The real problem is to find how 
the densely populated countries with 


intensive agriculture of which the 
agricultural population is starving, in 
the first place for lack of land, will be 
able to produce countervalues in 
exchange for imported food. 

In the present circumstances, this 
problem appears to be insoluble on 
the planetary scale. Industrialisation 
can obviously be only a limited local 


solution, since the quantities of 


industrial goods to be exported, say, 
from China or India against food 
must be enormous while the food 
exporting countries themselves are 
partly highly, partly fairly highly 
industrialised. It is impossible for all 
densely populated countries to apply 
Japanese methods. 
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An Unsolved World Problem: 
How to Feed the Hungry Poor 


fHk stauisucians, nutrition experts 
and agronomists are not interested 


in the economics of the problem of 


how the poor countries can be fed. 
For them, it is solved when they can 
show that the necessary supply is 
technically possible. 

We agree that, provided there is 
an additional incentive through an 
enhanced price, it will be easy to 
produce an additional one_ billion 
bushels of wheat (the amount at the 
moment in stock) in Canada, U.S.A. 
and Argentina. Thus 1,000,000,000 
starving individuals could get a 
bushel representing a welcome addi- 
tion of, say, 250 calories each to his 
diet a day. 


Who Pays, and How? 

The question arises at once—-who 
will pay the 2-2} billion dollars for 
this wheat? The starvine billion? 
But it would have done so already, 
if it had the means. Who else? The 
Governments of surplus countries ? 
One of them has done so on some 
scale, but it 1s, of course, idle to 
imagine that any government will 
be able to tax its people permanently 
to be able to distribute gratis the 
product of their labour. 

The crux of the whole problem is 


this: There is potentially plenty of 


food in the world, if the needy were able 
to pay for tt. 

The problem cannot be solved on 
a charity basis, and if means are not 
forthcoming to pay for the food, i.e., 
to give for it the countervalue which 
the food producer prefers to his 
product. the production will not take 
place. 


From Economic Bulletin, National Bank of Egypt, Cairo. Volume VI, No 


Even if the ‘have-nots’ take over 
the world government, the problem 
will still remain unsolved. since what 
is possible to produce in a free 
economy under the propulsion of 
market forces will be impossible 
under slavery. Surely, nobody in his 
senses believes that some imaginary 
tyrant in Washington will be able to 
force the American farmers to pro- 
duce as much as they do and to 
surrender half of their crop gratis for 
distribution among starving people 
abroad. 


Emigration the only way? 


The problem to be solved is thus 
not the lack of productive facilities 
for food products, but the impossi- 
bility for those lacking food to pay 
for it in the products of their own 
work. Millions of Chinese peasants, 
having not enough land to keep them 
and their families alive under the 
most intensive cultivation there can 
he met anywhere in the world, have 
hardly anything else for sale than 
the hair falling from their heads. 
How would they pay for food supplies 
coming from America or Argentina ? 
Producing, perhaps, tractors and 
locomotives for America? There is 
no solution to the problem so long as 
the intention is to bring food to 
overpopulated countries instead of 
bringing the population surplus to 
sparsely populated areas producing 
the food surpluses. 

But again—can one conceive a 
Government in Washington, Ottawa 
or Buenos Aires decreeing the ex- 
propriation of surplus lands to settle 

concluded on opposite page 
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Principles of Transport Planning 
With Special Reference to New and Developing Areas 


BY G. Prys WILLIAMS, M.B.E. 


Tue five principles which would 
appear likely to be most important 
to transport in the next twenty-five 
years, at least, are: 

I. The Economy of Size. 

II. The Economy of Long Runs. 
Ill. The Rate of Obsolescence. 
IV. The Problems of Joint Usage. 
V. Hardening of the Arteries. 


I—The Economy of Size 


One of the discoveries of the 
Industrial Revolution was the eco- 
nomies of large units of operation. 
What we are discovering today is 
that this principle is not generally 
applicable, nor is it capable of 
indefinite extension, 

In transport, this principle applies 
to two levels of operation, It applies 
to the system of transport and to the 
sive of the operating unit-—the ‘train- 


unit. bts appheation to the system 
is Obvieus: was better to Operate two 
vehicles than one, because of break- 
downs; iis better to operate a fleet 
of vehicles than two vehicles because 
elements of flexibility, maintenance, 
specialisation and supervision come 
into the calculation. The principle is 


reeard must be had to it. 
What is equally essential is that 
egard be had to the limit. It will not 


be the same for every form of trans- 


port in every territory or com- 
munity, nor for any one form in any 
one community from one year to 
another. 


It may be objected that it is not 
practicable to alter an organisation 
once it is set up with anything like 


From The Economics of Transport as they affect New: and Developing Countries, Road International 
London, January 1954 


the implied frequency. In fact, of 


course, it is not necessary. The rate 
of gain or loss of efficiency is not 
great over a wide range of sizes near 
the optimum, and there is so much 
short-term fluctuation in business 
conditions that it would be the 
reverse of efficient to vary size with 
each recession and boomlet. It is a 
matter of objective judgment: the 
only vital truths concern the ex- 
tremes. A system can be too small 
and it can be too large: both are 
equally dangerous. 


Che optimum size of the unit of 


transport—-vehicle-unit, train-unit, 
etc.——is a more relative and flexible 
concept, It is unfortunate that con- 
troversy has beclouded an issue 


which every supplier and user’ of 


transport: has to consider, within 
some context or other, every day, 

Lhe trainsunit is obviously econo- 
mical of operative fuel and labour 
but it is not economical of time on 
Hexibility of transit except ina few 
circumstances, ‘The vehicle-unit is 
economical of time and. tlexibility, 
but more costly in terms of fuel and 
labour. 

Recent developments 
rowed the gap between the giant 
vehicle-unit and the small train-unit,. 


have nar- 


This, of course, has only happened 
at the loss of some of the economies 
in time and flexibility, as far as the 
vehicle-units in particular are con- 
cerned. But the overall effect is to 
make the controversy relatively 


meaningless. It is almost possible to 
| 


reach any desired combination of 


advantages of time, flexibility, 
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labour, loading, and fuel economy to 
suit the purchasers’ needs in the 
most efficient way. 


II—The Economy of Long Runs 


This is another principle of very 
general application to industry 
There are a number of ways in 
which it affects transport. It is pro- 
posed to touch on one aspect only 
in this article. 

Breaking transit, in the sense of 
transferring loads trom one vehicle 
to another of whatever type, is 
generally regarded as violating this 
principle and therefore uneconomic. 

The technical solution 1s to move 
towards the continuous process, with- 
out breaks. ‘This is apparent in the 
new continuous strip mills in’ the 
steel industry, and there are. less 
dramatic examples in other indus- 
tries, In tra sport, the most direct 
parallel is probably the use — of 
privately OW Ti | and operated road 


vehicles, 


rise anick ve peek thy eparateness of 
the processes aud to concentrate on 
etherent tance WEE Processes 
lt Is i¢ 11 ti) dwell Oot) the 
dave er + “ee lhe 
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ing and some highly-developed hand- 
line device 

Parallels in transport to what has 
been termed the commercial 
approach are th separation — of 
power-units from. carrving-platlorm 
trailers, the use of transferable con- 
tainers, and the developments in 
ramps and other means whereby 
road vehicles move into aircraft, 


ships, etc., under their own or 
assisted power. Currently, it must be 
accepted that these developments in 
transport are rudimentary. As the 
development within industry pro- 
ceeds, further and far-reaching 
changes will occur in transport. 
From a detached standpoint, it 
would seem that the commercial 


ap} roach is more viable. 
iiI—The Rate of Obsolescence 


A Inegh rate of obsolescence is 
not only one of the two most 
distinctive economic a pect of trans- 
port, but it is chronic. 

Obsolescence in any one form, 
system or pattern of transport can 
arise from: 

?) Changes in other forms. of 
transport in the area, 

wv) Changes in the method of 
traction and the form of power used, 

ny Changes in the method of 
wuidance, Most forms of transport 
now muse are expensive in human 
needs lor euidance, Even the train- 
unit needs a minimum of two per- 
sons on board, and a hest of ional. 
men, etc. Road and au vehicles are 
CVE MV CN) WwIVe (his respect, 


Ve _ . } ] | . . 
et radar am ractho airection are 


developing rapidly, and they will 
prove then commercial worth in 
this field. Directed missiles need not 
be only carriers of destruction. The 
economies to be secured are very 
laree, 


Changes in the importance of 
load-originatin and load-rec elving 
areas. there iw space. only tor 
examples: the derelict mining towns 
in the American far west: the dis- 
proportionate growth of London and 
New York; the planned change from 
the Mesabi range to Labrador for 
iron-ore supplies; the disappearance 
of the China trade; the dislocation 
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of the jute industry in the Indian 
peninsula; the silting up of ports. 
(v) Changes in the type of load. 
Not only are these changes going 
on continuously ; they produce effects 
upon each other. A new and develop- 
ing area is particularly affected. It is 


short of capital: a high rate of 


obsolescence means a high risk that 
capital investment which cannot be 
easily adapted will be wasted and 
lost. ‘To develop swiftly, it must be 
prepared to move quickly so as to 
provide what the rest of the world 
wants at anv one time, to the limit 
of its resources. It will therefore be 
particularly sensitive to the last two 
types of change. 

On the positive side, simply be- 
cause it has no great transport system 
in being, it can take advantage of the 
new developments without the some- 
times insuperable difficulties of exist- 
ing facilities, vested interest, and the 
like. It would seem a desirable state 
of affairs to preserve as far as possible. 


IV—The Problems of Joint Usage 


This problem exists in industry 
generally, where it takes the form 
of joint costing where the same plant 
produces two or more products, and 
of the proper spread of overhead 
costs as between products, channels 
of distribution, etc., almost univers- 
ally, It is enshrined in transport 
economics as an insoluble adjunct to 
the railway monopolistic policy of 
charging what the traffic will bear. 

It is too big a subject for an 
article. It is, however, necessary to 
note that the complications are many 
when a pattern of transport is under 
consideration. Any such pattern 
must deal with: 

(1) Variations in load from time to 
time and place to place. 

7) Variations in the importance 
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of speed of transit as a requirement. 

(az) ‘Lhe probable existence of 
through and local traffic in nearly 
every sector of the pattern. 

(iv) Commercial. social, strategic 
and amenity considerations, often at 
variance with one another. 

It will only be suggested that a new and 
developing territory may be better advised 
to eschew ‘fair’ charges, which are largely 
notional, and to adhere instead to obtaining 
market prices, allowing the fullest com- 
petition to keep these low. 

If, in addition, the State’s influence 
is brought to bear to favour flexi- 
bility in capital, not only will the 
‘ethical’ problem disappear, but its 
practical aspects will diminish to the 
extent that the pattern of transport 
can be modified to secure the best fit 
with requirements and so the best 
prospect of a real profit. 


V—Hardening of the Arteries 


Transport, inland, requires exten- 
sive tracts of land for roads, for 
railways, for canals, for airfields. The 
extension in length is unavoidable: 
the breadth is apparently more con- 
trollable. 

Because the land has to be denied 
to other usage, it has to be paid for, 
and economics have, in the past, had 
their effect in producing narrow 
channels. These narrow channels, in 
the older industrial countries, have 
been made almost permanently nar- 
row by agglomeration of transport 
and other structures all alone the 
narrow channels. 

The agglomeration tends to be 
particularly acute at points of junc- 
tion either within a given system or 
between svstems. It also tends to 


occur at natural or man-created 
bottle-necks, e.g. mountain passes, 
bridges. But it is probably  signifi- 
cantly present alone the main clear 
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arteries, in the form of factories 
{which use the system) and houses 
and other buildings (which need not 
The accretion of buildines and 
other structures alongside and at 
junctions in the wwansport channels 
leads to a hardening of the arteries. 
The effect, in the comparatively 
short run, is costly. It destroys flexi- 


bility. Expansion is expensive and, if 


feasible, is usually makeshift. entail- 
ing long detours and complicated 
working. Examples by the score can 
be cited in the United Kingdom, in 
Western Europe, in the United 
States, and even in recently developed 
countries such as Australia. 

It also leads to difficulties in 
integrating different systems of trans- 
port. The problems of siting airfields 
near large cities are probably sul- 
ficient example. [t is all too common 
to spend longer getting to the airfield 
than to fly to another country. 

The moral would seem to be ob- 
vious. But its application in practice 
is seldom easy. There are many 
difficulties. One, not always realised, 
is that the forms of transport are 
themselves offenders, one against the 


other. In fact, the preservation of 


flexibility is a form = of capital 


expenditure. It means the denial of 


what appears to be the most efficient 
and economic usage of today in order 
to be able to operate even more 
efficiently and economically tomor- 
row. 


Practical Deductions 


(a) Land reservation for potential 
transport use should be generous in 
the extreme. In such reservation, it 
need not be denied to agriculture 
merely to permanent buildings and 
structures, 

(b) Monopolies should be avoided 
and competition encouraged. Flexi- 


bility can best be preserved by direct- 
ing capital into maintenance and 
operation rather than permanent 
ways, bridges, or heavy construction 
of any kind. Subsidy mav be neces- 
say to secure this end. 

c) Trunk routes should be avoided 
as far as possible, and favour given to 
diffuse systems. ‘Trunk routes tend to 
attract all the disadvantageous ele- 
ments, and the case of heavy expendi- 
ture to carrv heavy traffic is all too 
plausible. 

Diffuse routes have particular 
value to new and developing terri- 
tories. They enable the material and 
cultural aspects of western civilisa- 
tion to spread more or less evenly 
through the country. 

Trunk routes restrict this influence 
to narrow belts, leave most of the 
native population relatively poorly 
served, and eventually produce cen- 
tres which, attracting mobile young 
labour, indirectly disrupt and un- 
balance the indigenous communities. 

What price has to be paid? The 
price of flouting the first two prin- 
ciples outlined—the economies of 
large size and lone runs—and prob- 
ably a price on higher fuel consump- 
tion for a given lift. 

The economies of large size and 
lone runs can, in general, be disre- 
garded. Exceptions there must be; to 
be dealt with as judgement dictates. 
But the trend of modern transport 
development is favourable to smallet 
organisations, smaller operating 
units and flexible inter-transit hand- 
ling. 

What means of transport offer the best 
prospects at the present time of preserving 
flexibility at least current and eventual 
cost? In general lerms, tt would seem that 
roads are to be preferred to railways, 


ferries to bridges, lighterage to docks and 


wharves, river transport to canals, landing 


strips to airport : 





Real Needs of Small! Businesses 


THE problems peculiar to small 
business are primarily managerial, 
not financial. 

‘The Federal Reserve Bank of New 
York, after years of experience with 
industrial loans, reported that only 
about 10 per cent of the inquiries 
received resulted in actual extensions 


of credit and that only about half of 


the actual borrowers enjoyed any 
appreciable improvement in_ their 
positions. Moreover, it learned that 
most of the applicants were suffering 
not from lack of financial facilities but 
from the results of their own mana- 
gerial mistakes. At no time was as 
much as $32 million of such credit 
in use. 

This evidence came as the result 
of experiments made during the 
1930s, When many commercial banks 
were under unusual financial pres- 
sure and it was widely alleged that 
private financial institutions were not 
adequately supplying the credit needs 
of small business. The results showed 
that not many applicants for loans 
who had not been able to obtain 
them through normal banking chan- 
nels were worthy of credit, even 
when judged by liberal standards. 

3usinesses are discontinued about 
nine-tenths as fast as new ones are 
established. This does not mean that 
nine-tenths of new businesses fail, 
although the experience of credit 
agencies indicates that that is not far 
from being the case. What it means 
is that competitive enterprise is a 
struggle for survival in which only 
the relatively few fittest can survive. 

This must be so, because the sup- 
ply of labour and capital is limited, 
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Of U.S.A. four million enterprises, 8g 
per cent employ fewer than one hundred 
persons and are classified by the Com- 
merce Department as ‘small’, To meet 
their needs the small Business Administra- 
tion was created recently. Problems, 
however, prove to be less financial than 
managerial, 
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while the number of persons who 
would like to use them is large. Any 
attempt to circumvent this reality by 
making capital available to all those 
who want it can result only in a 
tremendous waste of economic effort 
and in heavy financial losses, with a 
strong possibility of inflation as well, 
if the attempt is on a large enough 
scale. 

The function of the credit man and 
the investor is to select the few 
potential successes from the many 
inevitable failures. This is not an 
easy task. Even the most capable 
make some mistakes. When they err, 
the result is a loss to the lender, 
financial disaster to the borrower, 
and some deerce of economic setback 
to the community as a whole. A bad 
loan or investment 1s the outward 
evidence of misdirected economic 
effort. It means that labour and 
capital have been applied to a pro- 


ject that proved uneconomic, unpro- 


ductive, because it was either badly 
conceived or badly managed. Stated 
in its broadest terms, therefore, the 
function of the banker or financier is 
to help steer economic effort into the 
most productive channels. 

The professional credit man or 
investor is in a favourable position to 


From Guaranty Suri ey. New York, December 1953 
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REAL NEEDS OF SMALL BUSINESSES 


perform this function with maximum 
success because of his long experi- 
ence and strong incentives to suc- 
ceed. He is risking his own or his 


depositors’ money. The penalty of 


failure falls upon himself or upon 
those to whom he feels a strong sense 
of direct personal obligation. He 
cannot afford to fail. 


Government as Lender 


When government enters the 
credit field, a different situation 
exists. The incentive to choose 
rightly between the sound and the 
unsound is largely missing. If the 
choice is wrong, the direct loser on 
the lending side is the taxpayer, a 
vague entity with whom the bureau- 
cratic agency official has no personal 
relationship and toward whom he has 
no personal feeling. 

This is true even when govern- 
mental lending is conducted on the 
highest possible plane. In reality, the 
results are far worse. The public 
scandals that arose from the opera- 
tions of the Reconstruction Finance 
Corporation during the early post- 
war years offer strong evidence of the 
practical dangers that surround 
governmental ventures into the field 
of private lending. Corruption is 
only one of these dangers, and not 
the most direct. More inherent in 
such a system is the fact that govern- 
mental agencies, subject as they 
necessarily are to political considera- 
tions, must find it difficult or impos- 
sible to reject credit requests when 
such action is politically inexpedient, 
even though it may be clearly indi- 
cated on economic grounds. 

There could hardly be a more 
effective entering wedge for increas- 
ing governmental domination and 
eventual nationalisation of business 
than to make industry dependent on 
governmental credit. This danger is 
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greater by reason of the fact that 
such credit is extended for the most 
part to marginal concerns that can- 
not obtain funds from private sources. 
It is almost inevitable that such con- 
cerns will continue to experience 
difficulties and will become more 
and more dependent upon govern- 
mental support. 


Small Business Must Prosper 


The welfare of small business is a 
measure of the vitality of any eco- 
nomy of free enterprise. When small 
business ceases to flourish, private 
enterprise will be on the way out. 

This is not to say, however, that 
every small business, or even most 
small businesses, can succeed over 
the long term. They cannot, any 
more than everyone rich. 
Governmental credit cannot alter 
this fact. In a few cases, such credit 
may help small businesses which, 
because of special conditions, are 
unable to obtain merited loans from 
private sources. Unfortunately, 
governmental credit cannot be made 
available on any such selective basis. 
Public agencies cannot maintain the 
close relations with borrowers that 
are indispensable to sound credit 


can get 


judgments. This means that, in the 


large majority of cases, governmental 
agencies will make credit decisions on 
other than purely economic grounds. 
The result must be a less efficient 
process of natural selection than 
would result from private credit 
operations. 

The perennial complaint that small 
business cannot find adequate credit 
facilities is a reflection of the obvious 
fact that there are more would-be 
proprietors than there is room for, 
and hence that many poor credit 
risks are not destined to survive. 
Despite this fact, and despite the 
complaints of lack of credit, it is 
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fortunate that smail business as a 
whole continues, as always, to give a 
good account of itself. The rate ot 
mortality is necessarily high, yet the 
number of individual concerns shows 
a healthy growth. Since the war the 
percentage rate of increase in the 
number of firms has exceeded the 
erowth of the labour force. 


Nor does the available evidence 
support the contention that present 
credit facilities for small business are 
inadequate. Three years ago the 
American Bankers Association made 
a survey which showed that a 
representative sample of 3,200 large 
and small banks—-about one out of 
every five in the country-—had more 
than 5,500,000 Joans outstanding, 
with an average amount of less than 
$2,500 per loan, 

Shortly thereatter the National 
Association of Manutacturers § cir- 
culated among its members a ques- 
tionnaire which revealed that the 
greatest need of small business from 
government, as the respondents saw 
it, was not for credit but for tax relief. 
About 37 per cent said that the 
Government could help by revising 
the tax laws so as to lighten the 
burden on small business and en- 
courage the flow of funds into small 
enterprises. Nearly 23 per cent 
wished nothing except to be left free 
from governmental interference. 
About 22 per cent thought the 
Government should improve its own 
financial and administrative opera- 
tions and amend the labour laws. 
Only about 9 per cent suggested that 
the Government should facilitate 
loans to business. Only per cent 
reported that they had failed to 
obtain needed funds through normal 
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credit channels durine the decade 
1959-49. 
How Can Government Help? 

The two great burdens on smal! 
business which it is in the Govern- 
ment’s power to lighten are the tax 
burden and the labour burden. The 
Federal revenue laws needs to be 
overhauled with a view to streneth- 
ening business incentives and increas- 
ing the supply of venture capital. In 
particular, it should be made less 
difficult for small firms to improve 
their financial position and expand 
their operations by ploughing back 
earnings. Many of our soundest 
enterprises would never have survived 
their early years if they had been 
subject to the tax load that rests upon 
small business today. 

‘The labour laws need to be revised 
with a view to protecting small 


enterprises against the demands of 


labour organisations which, with 
governmental aid and _ protection, 
have become so much larger and 
more powerful than the enterprises 
themselves that they sometimes hold 
the latter at their mercy. Many small 
businesses have been deprived of the 
right to bargain with their own 
employees. They must pay what the 
union says, regardless of local con- 
ditions or their employees’ wishes. 
Such conditions are possible because 
labour organisations have been given 
exclusive immunity to the anti-trust 
laws, which are designed to curb 
excesses and abuses of economic 
power. 

Tax relief and labour relief would be 
more helpful to small business than all 
the credit the Government could create. 
And the} would reinforce the nation’s 


rt. 


economic structure instead of damagir 
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Great St. Lawrence Waterway 


WAITING FOR 


THE WORD ‘GO 


BY J]. F. GRANDY 


Staff of High Commissioner for Canada, London 


In igto an International Joint 
Commission was established between 
Canada and the United States 
primarily to deal with problems 
affecting the use of waters con- 
stituting or crossing the international 
boundary. 

Twenty-two years later, a Treaty 
providing for the construction of the 


deep waterway and power scheme. 


was signed by the two governments, 
but failed to obtain a_ two-thirds 
majority in the United States Senate. 

After further negotiations the 
Lreaty was replaced in 1941 by an 
agreement between the two govern- 
ments, that is, from the United 
States point of view a_ so-called 
‘executive agreement’, requiring a 


simple majority in both Houses of 


Congress instead of a_ two-thirds 
majority in the Senate. Despite the 
strong support of each successive 
United States Administration, it has 
not yet proved possible to obtain the 
necessary vote in the United States 
Congress. 

The tg41 agreement, however, 1s 
in large part the basis from the 
engineering point of view of Canada’s 
present plans. 

In June, 1952, the Governments of 
Canada and the United States sub- 
mitted applications to the Inter- 
national Joint Commission request- 
ing approval of plans for the con- 
struction of the power works in the 
International Rapids Secuon. In 
these applications Canada’s intention 
to complete the works necessary to 
provide a deep waterway as far as 


Lake Erie was noted. ‘lhe Inter- 
national Joint Commission approved 
these plans, and on November 4 the 
Canadian Government notified the 
United States Government that it 
now considered the 1941 agreement 
providing for the joint development 
of the whole project to be superseded 
hy these events. 

A year ago, therelore, everything 
was ready from the Canadian point 
of view for the scheme to go ahead 
on this basis, with the Canadian 
Government paying for the naviga- 
tion works, and the Province of 
Ontario or the Hydro-Electric Powe 
Commission of Ontario constructing 
and paying for the power works. 


Cost to Canada 


Phe cost to the Canadian Govern- 
ment of the proposed navigation 
works between Montreal and Lake 
Ontario, and of the dredging that 
remains to be done in the Welland 
Canal, has been estimated at about 
$250 million at December 1950 
prices. The St. Lawrence Seaway 
Authority which has been established 
in Canada by Act of Parliament to 
carry out the work has been author- 
ised to raise by way of bond issues 
$300 million. The annual interest 
charges on an expenditure of $250 
million together with operating and 
maintenance costs and provision for 
amortisation over fifty years would 
be around $17 million a year. If the 
cost is greater than $250 million—as 
it no doubt will be at present prices 
—this figure might be about $20 


From Neil Matheson McWharrie Lecture. Royal Soctety of Arts. London, December 10, 1953 
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million a year. The Authority will be 
empowered to impose tolls on traffic 
using these works at rates adequate 
to recover these annual costs and so 
liquidate the scheme in not more than 
fifty vears. 

When the project was first put 
forward, and later when the first 
Treaty was signed, the movement of 
grain from the Western pre airies Was 
by far the most important function 
the W alerway Was e xper ted LO. SErve. 
It is still one of the most important 
functions, but it is now expected to 
be surpassed in importance by the 
movement of iron ore {from the 
Quebec-Labrador region through 
the new port of Sevei Islands east ot 

Montreal up into Lake Erie to serve 
ihe steel industry in that area. ‘The 
development of this iron ore is well 
under way. Without the St Lawrence 
waterway the ore will move by sea to 
Baltimore for use by the Atlantic 
coast steel mills, or for trans-ship- 
ment by rail to Pennsylvania, but the 
least expensive way of getting ore 
from Seven Islands to Pittsburg will 
be through the St Lawrence water- 
way. 

Hopes and Fears 

The difference in transportation 
costs is so significant that it is thought 
that when the deep waterway 1s in 
operation, the extraction of the ro 
million tons of ore a year which is 
now planned can be doubled. The 
direction of this movement is par- 
ticularly fortunate, for previous 
studies of potential traffic had had to 
assume a good deal of movement of 
shipping from east to west in ballast 
It is logical to suppose that the ore 


~~ . ] sant ~ 4] 
carriers neni now return down the 


system carrying coal from Pennsyl- 
, 

vania, or else would go on to the 

head of the lakes after unloading 


their ore and return with wheat. 
There may therefore be a moveme 
here may therefore be a movement 


from east to west of say 15 million 
tons of iron ore and from west to 
east of something like 10 million tons 
of grain, and possibly 4 million tons 
of coal. Other likely products are 
pulp and paper, automobiles, and a 
number of small miscellaneous items. 

While these purely economic con- 
siderations constitute the main case 
for the navigation project, it is also 
expected to be of considerable value 
to both aby from the point of 
view of defe . One reason for this 
is that in wartime the railways in 
North America and the 14-feet canal 
system are under very heavy strain, 
and are sometimes a limiting factor 
on what can be produced and moved. 
There is another reason. The deep 
waterway would make pos sible the 
construction and repair of all but the 
largest vessels in protected shipyards 
hundreds of miles from the sea. 
Chance of Profitability 

It is not easy to put into precise 
monetary terms the value of the 
contribution the new navigation 
works will make, but on estimate is 
that it will result in a saving in 
transportation costs of $45 million a 
year, covering United States as well 
as Canadian traffic. You will remem- 
ber that the annual charges were 
estimated at something between $17 
and $20 million a year, and even if 
the annual charges proved to be 
somewhat higher and the actual 
savings somewhat lower than these 
figures suogest, it should not be 
difficult to liquidate the project 
through the imposition of tolls such 
as would not divert traffic away from 
this route. 


For Canada this will be a great 
ady e, comparable in’ many 
ways with the construction of the 
Canadian Pacific seventy years ago, 


and its consequences may prove to 
be equally far-reaching. 
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Outlook for Fibres 


bY Dr D. W. Hive (Shirley Institute, Mancheste: 


INTRODUCTION of the synthetic fibres 
not meant so far that the old 
fibres have become obsolete. 

The rayon industry has grown 
from a production of 2 million pounds 
a year in 1g00 to more than 3,500 
million pounds in 1950, and is still 
expanding. Synthetic fibres have 
grown from 2 million pounds a year 
in 1938 to 150 million pounds in 
1950, and they also are still rapidly 
growing. Both offer competition to 
the natural fibres, yet the use of 
cotton and wool has also increased 
during the century. The present 
world production of textile fibres is 
about 22,000 million pounds a year, 
and during the last decade it has 
shown an annual increase of about 
; per cent; to this total the man- 
made fibres contribute about 15 per 
cent. 


has 


Bigger and Bigger Demand 


The production of man-made 
fibres will almost certainly increase, 
though not necessarily at the expense 
of the natural fibres, for increase in 
world population and improving 
standards of living are everywhere 
making increasing calls for greater 
and greater textile production. Dr 
Gerda Blau of the International 
Wool Secretariat has shown that the 
world population increased by 22 
per cent between and 1943, 
while wool production increased by 
30 per cent and cotton by 28 per 
cent. The total increase in apparel 
fibres, however, was 48 per cent, and 
was made possible by the spectacular 
expansion of the man-made fibres. 

These figures do not tell all the 
story, for there has also been a great 
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Fram Man-Alade Fibres. 


Three Banks Review, 


increase in the standard of living in 
many countries. Before the last war, 
consumption of fibres in Britain was 
twenty-two pounds per head of the 
population. With improved stand- 
ards of living the consumption pet 
head rises. In America, for example, 
it is thirtv pounds per head. As the 
standard of living improves in 
Eastern Europe, China, India and 
Africa. the demand for textile fibres 
will increase, and ways will have to 
be found of producing at an economi- 
cal price the large 
fibres needed. 


quantities oft 


Need For Synthetics 


So far as one can judge at present, 
it seems likely that the increased 
supply will have to be met by 
increased production of the man- 
made fibres. The possibilities of the 
man-made fibres in this direction 
may be gauged from a comparison of 
the rate of expansion of output of 
rayon at the beginning of the century 
and of the synthetic fibres in recent 
vears. It has been pointed out that 
rayon production multiplied itself 
eight times between 1900 and IqgI0, 
while the production of synthetic 
fibres at the end of the first ten years 
had increased by _ thirty 
Although this disparity of rate of 
increase is not expected to continue, 
it is confidently predicted in some 
quarters that the expansion of the 
synthetic fibres will be twice as rapid 
as that of rayon. 

The production of the different 
classes of fibres may, however be 
governed by considerations other 
than their usefulness. The primary 
needs of man are food, shelter and 


times. 
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clothing, and of these, food is pre- 
eminent. An expanding world 
population, much of which is already 
below a reasonable subsistence level, 
may call for a determined attack 
upon the problem of food supplies. 
The natural fibres are all produced 
in the temperate or warm regions, 
that is, in just those regions which 
are likely to be in demand for the 
production of food. The regenerated 
cellulose and acetate rayons, and the 
synthetic fibres might, in these cir- 
cumstances, be called upon to make 
an even bigger contribution to the 
total fibre supply, for the manufac- 
ture of the former from wood pulp 
enables the arctic and = sub-arctic 
areas, in which there is no competi- 
tion with food production, to be used 
for fibre production, while the syn- 
thetic fibres do not make any de- 
mands upon possibly valuable agri- 
cultural land. 


Shortage of Raw Materials 


On the other hand, the future of 


man-made fibres may also be limited 
by the availability of raw materials. 
The wood pulp used for ravons cer- 
tainly has the advantage that it is a 
material replaceable by the natural 
process of growth, but the pulps at 
present used are also suitable for 
paper-making, so that the expansion 
of the demand for paper might mean 
that there will be insufficient pulp to 
satisfy both industries. More serious, 
however, is the present world short- 
age of sulphur, used in the manufac- 
ture of viscose rayon. Raw sulphur is 
found scattered in deposits about the 
world, and it is unlikely that new 
deposits will now be found to relieve 
the shortage: unless, therefore, ade- 
quate methods of recovery of sulphur 


are developed and more use made of 


sulphur-containing minerals there 
may conceivably be a hiatus in the 
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expansion of the rayon industry. 

The problem of raw material 
supplies threatens the synthetic fibres 
even more severely. They are pro- 
duced for the most part from capital 
resources, mainly chemicals from 
petroleum or coal. Among these there 
is already a world shortage of phenol 
used for the nylon-type fibres, and a 
possible limit can be foreseen to the 
production by present methods of the 
terepthalic acid used in Terylene. It 
is probably true to say that a greater 
proportion of the research on syn- 
thetic fibres is now directed to the 
discovery of alternative routes to the 
necessary intermediates than to the 
discovery of new fibres. 

One further possible limitation to 
the expansion of the synthetic fibres 
is the vast investment cost of the 
plant required for their production. 
It is not generally appreciated how 
great are these costs. ‘The new plant 
of Imperial Chemical Industries, 


Limited, for the production of 


Terylene at the rate of 10 million 
pounds a year is scheduled to cost 
£11 million, It is reported, too, that 
the Du Pont Company, when de- 
veloping nylon, spent $45 million on 
research, $21 million on sales cam- 
paigns and $196 million on plant. It 
is evident that only the very largest 
concerns can undertake develop- 
ments on this scale, and it is not 


surprising that the introduction of 


a structurally new fibre is a rare 


occurrence. The concerted efforts of 


the hundreds of scientists who have 
examined thousands of possible pro- 
ducts during the last twenty-five years 
have led to only five classes of svn- 
thetic fibres. 

The commercially valuable 
natural fibres established themselves 
by a struggle for survival from among 
the enormous number of natural 
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U.S. Tariff and Canada’s Development 


IN 1952 Canada exported more than 
$2,300 millions worth of goods to the 
United States, exclusive of gold. It is 
perhaps not surprising that close on 
$2,000 millions consisted of products 
derived from her farms and fisheries, 
her forests and mines. But it is some- 
what disturbing, in view of the recent 
rapid industrial growth in Canada, 
that in most cases the bulk of the 
exports went in raw or primary form 
and comparatively little in a highly 
manufactured state. 

This pattern reflects the structure 
of the U.S. tariff which permits free 
entry to many raw materials and im- 
poses low rates of duty on others, 
while rates on goods at more 
advanced stages of manufacture rise 
progressively, in some cases to quite 
prohibitive levels. 

Of copper, lead and zinc exports 
to the United States in 1952—valued 
at $156 millions—$129 millions was 
no further processed than refined 
metal. And the remainder consisted 
chiefly of brass and copper mill 
shapes exported because of the 
defence programme and therefore in 
no sense a normal export. For 
aluminium the same _ pattern pre- 
vailed: of exports valued at $44 
millions, $37 millions was in primary 
form, $4 millions semi-fabricated and 
less than $3 millions fully manufac- 
tured. Of asbestos exports, $54 mil- 
lions was milled fibres and waste and 
less than half a million finished 
manufactures. In the important 
wood, wood products and paper 
group, which accounted for nearly 
half of Canada’s exports to the 
United States in 1952, about $500 
millions was no further manufac- 
tured than planks and_ boards, 
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The U.S. Tariff Structure—designed to 
encourage imports of needed raw materials 
and to discourage competitive manufactures 
mposes a pattern on Canada’s industrial 
development which Canada resents. It is, 
moreover, against LS. long-run interests 
thus to restrain her largest customer. 





woodpulp and veneers, another $535 
millions was newsprint, while all the 
remaining manufactures of paper 
from paperboard and wrapping paper 
to writing paper and serviettes, and 
the whole range of wood manufac- 
tures from shingles, doors and furni- 
ture to spools and bobbins totalled 
less than $50 millions, of which 
shingles accounted for more than 
two-fifths. 


Canada’s Manufactures 


Canada has, of course, made great 
progress in processing her primary 
products, as is shown by the impres- 
sive growth since the late ‘twenties 
of metal smelting and refining and of 
the woodpulp and newsprint indus- 
tries. Thirty vears ago exports of 
logs and lumber exceeded those of 
newsprint and exports of refined 
metal were only a. fraction of what 
they are today. But the fact remains 
that, apart from the products of the 
big primary processing industries 
and newsprint, Canada’s increasing 
stature as a manufacturing nation 
has found very limited reflection in 
her exports to the United States. The 
fine-paper industry has expanded 
notably, and during and since the 
war there has been a rapid growth 
in facilities for fabricating native 
base metals and aluminium, for 
manufacturing plywood and _ for 
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producing a variety of chemicals. 
Yet exports of fully and = chiefly 
manufactured goods as defined in the 


official trade statistics make up, if 


newsprint is omitted, less than one- 
fifth of total Canadian exports to 
the United States. And this modest 
proportion includes a variety of 
simply processed foods and feedstuffs 
such as smoked and _ pickled fish, 
meats, maple products and mill- 
feeds as well as electric energy and 
‘settlers’ effects’. If these and the 
special exports connected with the 
defence programme are subtracted, 
exports of manufactured goods (ex- 
clusive of newsprint) to the United 
States in 1952 made up at most no 
more than 15 per cent of the total. 

An examination of these manufac- 
tured items is instructive. By far the 
Jargest is farm implements and 
machinery, which in 1952 amounted 
to nearly $84 millions accounting for 
approximately two-thirds of all the 
iron and steel manufactures exported 
to the United States. Significantly 
enough, farm implements and 
machinery enjoy duty-free entry 
into the United States as they do 
into Canada. Chemical fertilizers 
$37 millions), which account for 
about half the value of chemical 
exports, are also on the free list. In 
the wood and paper products group, 
much the largest item (always 
excepting newsprint) is red cedar 
shingles (about $19} millions or 45 
per cent of the group), again an item 
on the free list. The size of these 


items, and the obvious example of 


newsprint, suggest that, in some 
lines at least, Canadian manutac- 
tures are well able to compete in the 
United States market when they 
have not the U.S. tariff to contend 
with. And the fact that items on the 
free list bulk so large in their respec- 
| 


tive groups and in the total of 
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finished manulactures also suggests 
the difficulty Canadian manufac- 
turers find in hurdling the U.S. 
tariff—-a subject that will be dis- 
cussed in more detail in the following 
sections, 


Examples of Tariffs 


Broadly speaking, and with a few 
notable exceptions such as those 
mentioned above, the United States, 
as has been noted, allows free entry 
or entry at low rates of duty to many 
raw materials she lacks or has in 
insufficient quantity, and imposes 
progressively higher rates on fabri- 
cated forms and finished products. 
For instance, primary aluminium 
enters at 13 cents a lb. or roughly 
the equivalent of g per cent ad 
valorem, semi-fabricated shapes pay 
3 cents a lb. or about 11 per cent, but 
aluminium kitchenware pays 20 per 
cent plus 4} cents a lb. and alumin- 
ium foil pays from 20 per cent to 40 
per cent depending on its value per 
lb. Copper ore and refined copper 
enter duty free now that the import 
tax of 2 cents a Ib. is suspended, 
copper and brass rods, and sheets 
and tubes pay small specific duties 
that at present prices are the equiva- 
lent of 3 to 7 per cent ad valorem, but 
wire pays 12} per cent, and most 
copper and brass manufactures 224 
per cent. Similarly woodpulp enters 
tree, but uncoated paper pays a com- 


pound rate that is the equivalent of 


74 to 10 per cent ad valorem and 


coated paper a rate of the order of 


35 per cent. ‘Vhe import taxes and 
duties on softwood lumber (25 cents 
to $1.50 per M. board feet) are small 
at present prices, but most semi- 
manutactured wood pays 10 per cent, 
and manufactures pay rates ranging 
from ro per cent for canoes and 
wagons, to 16% per cent for doors, 20 


per cent for chairs. 30 per cent for 
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bentwood furniture and no less than 
50 per cent for chair seats. 


Onerous Consequences 


Chis structure, of course, strongly 
influences not only the character of 
Canadian exports but also the indus- 
trial ee behind these ex- 
ports. Indeed, the Canadian quarrel 
with the U.S. tariff is mot so much 
that it keeps out the goods Canada 
has for sale as that it limits develop- 
ment alone natural and economic 
lines. For instance, side by side with 
Canada’s great specialised lumber, 
woodpulp and newsprint industries, 
and using the same raw materials, 
exist the fine-paper industry, making 
hundreds of grades of paper for the 
domestic market, and a host of small 
wood-product industries. Because 
they are confined to the home market 
by the U.S. tariff, the expansion of 
such smaller industries as these, now 
that Commonwealth markets are 
almost completely cut off, is virtually 
limited by the growth of Canadian 
demand. And, oied geared to the 
needs of a comparatively small 
market, many of them labour under 
the disadvantages of small-scale pro- 
duction. Better access to the U.S. 
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) 
market would reduce these handi- 
caps, permitting longer runs and the 
lower-cost and more efficient pro- 
duction necessary to compete in that 
market. In time it might lead to 
increased specialisation and the de- 
velopment of other industries as 
highly economic and fully competi- 
tive as Canadian newsprint and 
woodpulp. But until the broad range 
of manutactures based on Canadian 
raw materials attains reasonable and 
assured access to the U.S. market, 
progress in this direction is severely 
handicapped. 

Canada is the United States’ 
largest customer buying substantially 
more from that country than she sells 
to her. In 1952 Canadian imports 
from across the line reached almost 
$3,000 millions, and the flow this 

promises to be considerably 
larger. Indeed, Canada alone is now 
absorbing about one-fifth of all U.S. 
exports, even when the sizable ship- 
ments of defence equipment to over- 
seas countries are included in the 
total. Obviously, this large and 
growing volume of Canadian pur- 
chases from the United States is re- 
lated to Canada’s ability to sell to 
that country. 


year 


OUTLOOK FOR FIBRES 


(continued from page 82) 


fibrous products. A similar 
will ultimately decide the 
values of the natural and man-made 
fibres. New fibres will undoubtedly 
arise, present ones will be modified to 
fit them more ee penned to man’s 
needs and some will probab ly disap- 


One thing, | 


struggle 
relative 


pear. however, is certain: 


whatever the future relations may be 
between the different classes of 
fibres, texule manufacturers now 
have at their disposal, and will have 
increasingly with time, a range from 
which it is possible to create products 
surpassing all past conceptions of 
textile utility. 
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Set against the immensity of its 500 million 
population, Chinese industry is small 
indeed. Though the first Five-Year Plan 
on which China is now embarked ma) 
treble present productive capacity, she will 
still be a long way down the list of the 
world’s industrial powers at its end; the 
full force of Chinese skill and manpowe) 
may not be fell by the outside world fo 
nearly half a century. But the road ahead 
has been charted and the recent agreement 
reached with the Sovret Union have already 


China’s Industrial Growth 





prescribed the details as far as 1959. 
Otherwise the picture is uncertain indeed. 
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Topay a new pattern of Chinese 
industry is emerging, drawn by firm 
central planning and based on com- 
munications, raw material supplies 
and strategic factors. To these three 
factors two other influences may 
perhaps be added: one is a desire to 
reshape the pattern of industry left 
by foreign enterprise; the other is the 
effect of the implications of the 
alliance with the Soviet Union. 
There are four general areas which 
may be examined. The North-East 
as the Chinese always call Man- 
churia) with its Japanese industrial 
heritage; North China, defined as the 
provinces of Hopei, Shansi and 
Honan; the North-West, to include 
Sinkiang; and lastly the Yangtze 
valley, also a heritage of largely 
British enterprise. Whether industry 
will be developed in South China 
where communications are poor and 
raw materials scarce may not be 
known for another decade. There is a 
little development, but only one flag 
has been planted, perhaps as a sym- 
bol of the future, perhaps as a mark 


of personal sentiment. ‘The town of 
Hsiangtan in Hunan province where 
Mao Tsetung was born is to have 
textile mills and machinery factories. 


Emphasis on North-East 


The North-East is to be the centre 
of Chinese heavy industry, and a 
group of towns is now being ex- 
panded which will one day be likened 
to the Ruhr. These are Mukden, 
Fushun the coal centre 25 miles to 
the north-east, Penshi also a coal and 
iron ore centre 30 miles to the south- 
east, and Anshan 50 miles to the 
south-west. The last named, where 
iron and steel foundries were first 
constructed with Japanese capital as 
far back as 1921, is much the most 
trumpeted in the Chinese Press. 
Steel is the symbol of industrialisa- 
tion and Anshan is the symbol of 
steel. At every street corner of this 
town, the population of which has 
grown irom 200.000 to 400,000 in 
the last four years, loudspeakers 
announce the day’s progress and 
urge shock brigades to redouble 


From an article in The Times Review of Industry, London, January 1954, hy its Correspondent in 
Hone Kone 
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their eflorts. Apart from this con- 
stellation around Mukden there is 
the important town of Harbin in the 
north. 

Nine major projects are em- 
phasised in this first year of China’s 
Five-year Plan, and eight of them 
are in the North-East. One is a new 
factory in Mukden to produce cars 
and lorries—and, one may assume, 
armoured vehicles. ‘len thousand 
workers are said to have been trans- 
terred from Shanghai to help in its 
construction. ‘lwo of these large pro- 
jects are in Harbin; one to produce 
precision tools and the other turbo- 
generators. ‘hese three plants are 
all new while the rest are expansions 
or rehabilitation of existing plants. 
[n Mukden there are four factories 
to produce medium lathes, milling 
machinery, pneumatic tools and 
electric cable and wire. The eighth of 
these major projects is a shipyard the 
location of which has not been 
divulged, but it is almost certainly in 
the North-East possibly Hulutao or 
Port Arthur. One other of these 
major projects was to have been 
started this year but is now postponed 
—a plant for mining machinery at 
Fushun. 

The Nerth-East is also receiving 
substantial additions to its light 
industry. Two flax mills in the 
Harbin area, a sugar refinery at 
Sungha, a paper mill at Chiamussu 
and factories for pharmaceuticals 
and rubber. In Anshan, rolled steel, 
sheet steel and seamless steel tubing 
mills will soon be in operation. Two 
new open hearth blast furnaces are 
being added. 

Plans for the North 

The second area of industrial 
development is North China. Some 
industry is being added to Peking to 
give it at least a vestige of proletarian 


overalls, while 15 miles away is the 
iron and steel centre of Shihching- 
shan. Taiyuan is the only other 
centre of heavy industry to compare 
with Manchuria, and it is the site of 
the ninth major project, a heavs 
machine plant. 

Coalfields are important in this 
part of the country-~Tangshan, 
Mentoukou, and parts of Shansi 
province, many of them developed 
by British capital. Much of this coal 
was exported in the past and the rest 
went to the Yangtze valley. Now the 
intention is to set up more industri 
near the coalfields. 

North China is also the cotton- 
growing area, so new textile mills are 
being built nearby at Hantan and 
Shihchiachuang (Hopei province 
and Chengchow (Honan). All these 
towns will have new power stations to 
keep pace with their industrial pro- 
gress. 

The North-West must first have 
the framework of power and com- 
munications before much can be 
produced. The east-west Lunghai 
railway has already been extended 
through Tienshui to Lanchow and 
work is now well advanced to take it 
through to Tihua, in Sinkiang. From 
there onwards it is to be linked with 
the Soviet Turk-Sib railway at 
Ayaguz. Probably work from _ this 
end has already begun under Soviet 
direction since much of the exploita- 
tion of the north-western part of 
Sinkiang is under joint Sino-Soviet 
control. 

All the bigger towns in this vast 
area are to have new power stations. 
Yinchuan and Bayenhot in Ningsia 
province, Sining in Chinghai, Tien- 
shui, Tunhchuan and Paochi in 
Shensi, and Tihua in Sinkiang have 
all been mentioned in Press reports. 

At Yinchuan factories for machin- 
ery, woollen textiles and chemicals 
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SSeS e Estimated Chinese Industrial Production 
1943 1949 1952 1953 
est.) 
Pig iron (thousand metric tons 1,910 210 1,985 ee 
Steel ingots (thousand metric tons 915 140 1,455 1,865 
Coal (thousand metric tons 52,000 28,000 47,000 47 O00 
Electricity (billion kWh Lf +. 6.5 8.1 
Oil (thousand barrels 350 130 170 670 
Cotton cloth (million lb. 300 620 640 
Cement (thousand barrels 1,500 600 2 000 2,450 
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have been started, and two new 
textile mills are planned in the 
cotton-growing district of Kuan- 
chung, in Shensi. Yumen, the oil 
centre in Kansu, is being developed 
and many bold claims are being made 
for its production and quality, 
though in the past it was distin- 
euished for neither. In Sinkiang 
itself, where joint Sino-Soviet com- 
panies are exploiting oil and non- 
ferrous metals, little solid informa- 
tion has been published of progress. 


Yangtze Valley 

Lastly there is the Yangtze valley, 
where foreign enterprise began 
China’s textile industry. Up the 
river at Wuhan is the heavy industry 
served with iron ore from Tayeh. 
Chungking, the wartime seat of the 
Government, grew because of this 
association and now that it has 
become the chief town of the south- 
western region is becoming indus- 
trialised. Since, for many years to 
come, the Government will be 
building railways up and down the 
western marches of China, Chung- 
king is to produce the rails and other 
necessary equipment. There may 
also be some arms production in this 
distant town at the other end of the 
long navigable stretch of the Yangtze. 
Elsewhere in China—that is to say 
the whole of China south of the 
Yangtze river—there are few reports 
of industrial development. 

Some new light industry is being 


added to provincial capitals like 
Kunming, but litthe more is being 
done. Communications are still rudi- 
mentary in this area. Agriculture is 
intensive, and from the south of 
China comes much of the exportable 
produce on which China depends, 
such as wood and vegetable oil. For 
these and many other cogent reasons, 
one of which is probably the fear 
that if an attack of anv kind were to 
be launched on China it would be in 
the south, it is evidently not the 
intention to establish much industry 
in South China for some years vet. 
Estimate of Results 

It remains to estimate how much 
all this effort is now producing and 
how quickly production may rise. 
Allowing for statistical error and 
marrying Japanese and Chinese 
figures an estimate is made in the 
accompanying table. 

The present five-year plan began 
in January, 1953, but it got away toa 
bad start, since the Soviet aid on 
which it depended was not settled 
until March (though negotiations 
had begun in the previous Septem- 
ber) and even then only tentatively 
until final agreement was reached in 


July. Apart from this delay there 


have been miscalculations in Peking. 
‘Do not bite off more than you can 
chew’, was the slogan in the Peoples 


Daily as far back as April. In July the 


same paper thought the amount of 


new building planned was ‘adven- 
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turist progress’: in fact it was re- 
vealed that grandiose plans for new 
buildings in Peking to go up in 1953 
had been drawn up when _ the 
builders were hopelessly behind on 
those to have been completed in 
1952. At the end of July Peoples 
Daily was castigating many factories 
and mines for failing to fulfil their 
first half-year production plan. This 
failure was due to ‘chaotic industrial 
management’, while even the fac- 
tories which had_ reached their 
targets had done so by ‘shock 
operation’ which meant many acci- 
dents, badly maintained equipment 
and fluctuation in quality. 

That the Soviet aid which has 
now been agreed provides for over 
100 specific projects to be completed 
during the next five years shows how 
closely the two countries are linked, 
and the planner may well argue that 
only a country with a planned and 
controlled economy could commit 
itself as far ahead as the Soviet 
Union has certainly done in laying 
the foundations of industry in China. 


Private Enterprise Persists 

All the new projects are being 
developed under state management. 
Much of private industry has been 
taken over in the past three years, 
not so much by legislative action as 
by inheritance in the case of some 


industrialists who left China, or of 


foreign firms who find conditions 
intolerable. Which of the conditions 


are a natural part of the process of 


revolution and which direct pressures 
imposed on foreign capital it is not 
always easy to distinguish. The ‘anti- 
five’ movement in 1952 also brought 
many small industrialists toppling. 
But private industry still functions 
provided it works in close harmony 
with Government requirements. 

In 1949 when the Communists 


came to power they estimated that 
37 per cent of industry was state 
controlled and 63 per cent was in 
private hands. By now the figure ts 
60 per cent state controlled and 40 
per cent private, but this percentage 
will gradually change as the Five- 
year Plan expands. Probably private 
industry will come progressively 
under state control during the next 
10 years--‘to remould private indus- 
try and commerce step by step’ is 
indeed stated as one of the current 
tasks. 


Hope Deferred 


From this analysis it is evident 
that no amelioration of living stand- 
ards will come to the Chinese for 
some time. 

Over 40 per cent of this year’s 
budget is devoted to capital con- 
struction, but this is unlikely to 
produce any discontent while 
national pride is still clamouring for 
satisfaction. 

There is one other factor which 
should not be overlooked. China will 
not be satisfied until she has a 
reasonable capacity for producing 
armaments. There are two ministries 
devoted to machine building, one of 
which is concerned with defence. 
How many large projects may be 
under way which official announce- 
ments never mention one cannot tell. 
The budget expenditure on defence 
is between 20 and 30 per cent. While 
the war was in progress in Korea 
much of this expenditure was prob- 
ably on consumable equipment, but 
now it may go to capital construction 
for arsenals. 

China’s need for peace is obvious. 
The social and political changes 
which got some sort of fillip from 
Chinese intervention in Korea are all 
ended. Today the crv is all for peace 
and trade, 
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Sweden’s Way with Cartels 


THE results attained by voluntary 
decartelisation in Swedish industry 
and trade have attracted consider- 
able attention both in other Euro- 
pean countries and in the United 
States, reports Mr Arne Irsten, head 
of the Cartel Bureau of the Federa- 
tion of Swedish Industries. 

Out of 1,128 agreements limiting 
competition which have been regis- 
tered by the Government Monopoly 
Investigation Office since 1947, some 
350 have been voluntarily nullified. 
A further number have been modi- 
fied in the direction of freer com- 
petition. 

The Cartel Bureau was started in 


1950 as an attempt by industry itself 


at liquidating existing cartel agree- 
ments, partly as an answer to more 
rigid legislation pending in_ this 
field. The current Swedish Law, 


passed in 1946, on the supervision of 


restrictive practices in industry and 
trade does not forbid restraint in 
competition. However, it lays down 
rules for the supervision of monopol- 
istic practices by stipulating regis- 
tration of agreements at the Monop- 
oly Investigation Office of the Swed- 
ish Board of Trade. This office is 
also responsible for publishing the 
agreements and, if necessary. for 
performing special investigations, 
when harmful effects of the restric- 
tion of competition can be feared. 
Reports on the investigations have 
to be submitted to the Government 
for consideration. 

When starting its activities the 
Cartel Bureau concentrated its efforts 
upon obtaining as rapid results as 
possible by nullifying or modifying 
agreements in fields where the 
weakest resistance was to he met. 


Gradually, however, special atten- 
tion came to be given to agreements 
containing regulations regarding 
tenders, division of markets and 
refusal of delivery, as well as agree- 
ments excluding non-parties from 
the trade and agreements on price 
discrimination. According to the 
statistics based on the cartel register 
of the Monopoly Investigation 
Office, about 65 per cent of all 
agreements on record contain 
regulations about common price- 
fixing. 


Lately the advisory activities of 


the Bureau have been directed to- 
wards removing such regulations as 
might give cause for the Monopoly 
Investigation Office to decide upon 
special investigation and towards 
agreements on prices. The idea is to 
try to create an actual competition 
parallel with the existing co-opera- 
tion. This may be done in such a wav 
that one important party is recom- 
mended to withdraw from the 
agreement. In some cases this will 
lead to the result that the entire 
co-operation is terminated. 


Cartel Bureau’s Methods 


The procedure of the Cartel 
Bureau is informal and simple. Often 
the action is started by the Bureau 
approaching the secretary or an indi- 
vidual member of a cartel for the 
purpose of discussing the agreement 
in question. It may also happen that 
firms or entire cartels make a request 
for the assistance of the Bureau 
when they are planning to dissolve 
or modify their agreements. 

Although, on an average, one 
agreement has been nullified every 
third working day during the three 


From Swedish International Press Burean, Stockholm, January \954 
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years of existence of the Bureau, rules—e.g., tender submission cartels 
much still remains to be done. and resale price maintenance agree- 
Investigations into existing agree- ments are prohibited —it is generally 
ments are continuously going on considered that the favourable ex- 
with a view to ascertaining whether perience gained from the voluntary 
they can be classified as useful, efforts made by industry itself has 
tolerable or detrimental. Close col- contributed towards making the law 
Jaboration has also been established — less rigid than might otherwise have 
with the Free Competition Council, been necessary. ‘The new provisions 
which was formed at the end of 1951 also include the establishment of a 
by the central organisations of Liberty of Trade and _ Industry 
industry, the wholesale and retail Council, which will be empowered 
trade, and handicraft for the promo- to take up negotiations with enter- 
tion of freer competition in produc- _ prisers in industry, trade, handicraft, 
tion and commerce. service occupations and agriculture 
and to recommend them to nullify 
or modify cartel agreements. Sole 

On January 1, 1954,anew Lawon manufacturers and combines 
cartels and other restrictive practices dominating the market may further- 
came into force. Although involving more be exhorted to lower their 
a certain tightening-up of present prices. 


New Law in Operation 





STERLING SPENT ON AMERICAN SURPLUSES 
BY R. MAvuDLING, M.P. 
(Economic Secretary to U.K. Treasur) 


Unber the American Mutual Security Act, Section 550, the United States Administration is 
empowered to apply not few than 100 million dollars and not more than 250 million dollars 
towards financing the purchase by other countries of surplus agricultural commodities 
available in the United States. ‘These surplus commodities are to be paid for in local currency. 
In other words, if they sell us cotton seed oil or whatever it may be, we pay for it in sterling 

It is an obligation on the United States Administration, imposed by Congress, that it 
should make sure that these sales do not displace the usual marketings. It is also very much 
the responsibility of Her Majesty’s Government to make sure that no Commonwealth trace 
is displaced by these movements of commodities. 

The only commodities affected so far have been tobacco and prunes. We have made a 
purchase for sterling of American tobacco to the value of some 20 million dollars. This 
tobacco will go into stock. 

The programme we have been discussing with the United States Administration 
amounts to 60 million dollars and the other commodities with which we have been mainly 
concerned are fats and meat. 

What happens to the local currency? It is provided under Section 550 that the local 
currencies—in this case the £ sterling—which the American Administration acquire from the 
sale of these commodities can be applied for a number of different purposes. 

In our case we have agreed with the American Administration that for this 60 million 
dollars the whole of the sterling proceeds shall be applied to the support of the United 
Kingdom’s defence effort. 

In practice, what happens is that the United States say that here is some tobacco, prunes. 
lard, or beef which they will sell for sterling, We say. ‘Thank you very much’. Thev give it 
back again and say, ‘Spend that to help finance your defence effort’. 

Thus it is tantamount to a gift of the United States to this country. The economic effect 
of the whole transaction is that there is a transfer of the surplus commodities from the United 
States to the United Kingdom without any additional burden upon our economy. 


House of Commons. December 18. 1953 
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New Books Reviewed 





Power and Influence—An Autobiography, by 
Lord Beveridge. Hodder and Stoughton, 
London, 30s. 

Is this a great book? The answer to that 
question depends upon the answer to 
another: Is this a great age? For, perhaps 
more than any other living man, Beveridge 
represents the peculiar values, aspirations, 
beliefs, disappointments of his time. One 
great value his book certainly has: if histori- 
ans of the future seek a crystal-clear repre- 
sentation of this aspect of Britain in the first 
half of the twentieth century, they will not 
need to look further. It might have been 
called ‘Confessions’, tor the author has no 
inhibitions and he answers all the questions 
anybody would want to ask him. 

‘That he has himself seen the whole of his 
experiences in terms of ‘power’ and ‘influence’ 
has no particular significance. It merely 
exemplifies his passion for classification and 
order. 

Here we sec the building up of the social- 
insurance idea from its modest beginnings to 
its present peak. Beveridge built with skill 
and enthusiasm. Sometimes his skill takes 
one’s breath away, for if possibly there were 
other men who might have designed the 
successive stages of the structure. it is 
doubtful whether anvbody could have coms 
near him in speed. Twelve months to pro- 
duce the stupendous Social Security report. 
and nothing like freedom from other duties 
during the tremendous period of gestation! 
That is tvpical of his energy and remarkable 
skill. 

And yet... . Much of the speed certainly 
derived from the vast experience he brought 
to all his tasks. and outstanding ability to 
sec quickly the essential characteristics of 
mammoth conceptions. But did none of it 
derive from a freedom from inhibition, a 
colossal confidence in his own ability and 
essential rightness, which enabled him to 
brush aside considerations over which many 
another able man would have lingered long 
and doubtfully? Is there not something 
shattering about reading a statement lik« 
this on page 360 of a book that ends on page 
362: 

‘We have not solved two of the problems 
to which tull employment in a free society 
gives rise—-how to preserve the value of our 
money against endless rise of costs. wages and 
prices, and how without fear of unemploy- 
ment to secure maximum of output’? 

What now of the superstructure we have 


seen go up, storey upon storey, in so many of 


the preceding 359 pages, when in the end the 
architect tells us that the whole thing is thus 
ill-founded? There is much to be said for 
solving problems as we go, but it is impossible 
to read these confessions of Beveridge with- 
out wondering whether we might not have 
travelled further in the end if the pace had 
allowed time to discover and remedy. the 
problems that emerged on the way. 

Not all the book is concerned with 
adventures in social insurance. We = see 
Beveridge at play as well as work, Beveridge 
emerging and growing up as well as Bever- 
idge in full vigour: but these aspects of the 
book are no more, and no less, interesting 
than are to be found in anv significant book 
of memories. 

Except, of course, for his adventure into 
Liberal politics, which the present reviewet 
had the privilege of observing at close 
quarters. Here the limitations of the man ar 
startlingly apparent, for he was utterly 
deceived by a situation that deceived very 
few of those who were closely associated 
with him. But it would be uncharitable to 
mention this melancholy episode without 
paving tribute to the colossal efforts he made 
to carrv to success the cause that he had 
tor that had espoused him. 


H.S.G 


CSPOUSE( 


Four Decades of Students in Soctal Work 63 
Winifred EF. Cavanagh, Research Board. 
Faculty of Commerce and Social Science. 
University of Birmingham, 12s. 6d. or $2. 
‘The beginning of what has been for thirty- 

four years a degree course in Social Studies 

in Birmingham Universitv date back to 

1905. ‘They were modest of course, but so 

early a beginning is a reminder of the 

forward-looking characteristics of Birming- 
ham University, and also of Quaker influence 
that developed around the Cadbury’s. It was 

a good idea to trace what had happened to 

students throughout the changing years, and 

to show the rapid moulding of the depart- 
ment into tts present form as_ welfare- 
stateism progressed. Getting on the track of 
students, many of them women, of so long 
ago proved to be something of a Scotland 
Yard job. If the story lacks the fascination 
of detective fiction it makes up by being 
an example of careful and resourceful tech- 
nique. The more recent history is an 
excellent guide to other universities as to the 
kinds of work for which students need to be 
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prepared. Hospital almoning, industrial 
welfare and personnel management now 
claim most of the graduate students. There is 
much incidental social information that may 
be useful for sampling purposes over a wider 
held. Mrs Cavanagh, who supervised the 
study, is Lecturer in Social Study in the 
University. 


International J rade Statistics, edited by R. G. D. 
Allen and J. Edward Ely, John Wiley and 
Sons, Inc., New York; Chapman and Hall, 
Ltd., London, 54s. 

This book cannot tail to become a classic. 
There are twenty-five contributors, all 
specialists of the front rank, each writing on a 
topic lving within the province of his acknow- 
ledged experience and expertness. ‘The 
purpose is to show what statistics of inter- 
national trade are available and where, and 
to appraise them, so that the reader is fully 
equipped for their interpretation. Sources ol 
statistics for each country are set forth in an 
appendix. Often the authors present also 
theoretical dissertations which add to the 
value of their contributions. Part I of the 
book — presents sections on ‘Basic 
characteristics of the statistics’; Part II, four 
sections on ‘Important derived uses of 


seven 


statistics’; Part III, seven sections on 
Statistics of individual countries’. 


Ordo, Jahrouch fur die Ordnung von Wirtschaft 
und Gesellschaft, Band 5, Verlay Helmut 
Aupper, Dusseldorf, 1953, D.MJ27.80. 

This is the fifth volume of the annual 
collection of essays which was started on the 
inspiration of the late Professor W. Eucken. 
As in the previous volumes, the contribu- 
tions range over a wide field of economic and 
social problems. It would be impossible to 
give a detailed appreciation of individual 
essays; but at a time when economic thinking 
is very fluid, there is no better way for an 
English reader to get an insight into the new 
‘liberalism’ on the continent than a perusal 
of this yearbook. Of particular interest is 
Professor Ropke’s essay on under developed 
countries, Which should help to counteract 
many fashionable illusions. Professor Lutz 
now Zurich) deals with objections against 
an economy based on competition. Other 
subjects dealt with in the present volume 
include the treatment of competition in 
scholastical philosophy, the problem of the 
capital market in Western Germany, and 
full-employment policy in Sweden. ‘he 
section ‘book-reviews’ has been expanded. 


PUBLICATIONS OF UNITED NATIONS AND AGENCIES 


Direction of trade. Annual Issue (Statistical Papers 
Series T, vol. IV, No. 1/2). United Nations, 
New York, 1953 (available from H.M. Sta- 
tionery Office). 

For the first time, annual data for the 
years 1937-38 and 1948-52 for nearly 100 
individual countries together with two sum- 
mary tables. 


A System of National Accounts and Supporting 
Tables Methods No. 2), United 
Nations, New York, 1953 (available from 
H.M. Stationery Office. 3s. 9d.) 


Studies n 


Concepts and Definitions of Capital Formation 
‘Studies in Methods No. 3), United Nations, 
New York, 1953 (1s. 9d.) 


Industrial Censuses and Related Enquiries. 
Provisional Issue (Studies in Methods No. 4) 


Vol. I Text, Vol. II Appendixes. United 
Nations, New York, 1953 (each volume 
18s. 6d.) 

Commodity Trade and Economic Development, 


Report of the Committee of Experts on Inter- 
national Price Relations. United Nations, New 


York, January 1954 (available H.M 


Stationery Office. 5s.) 


from 


A Study of Trade between Asia and Europe. 
Prepared by the Secretariats of ECAFE, ECE 
and FAO. United Nations, Geneva, 1953, 
(available fron H.M. Stationery Office. 1s. 


Economic Bulletin for Europe. Second (Quarter 
1953. Vol. 5. No. 3. ECE, Geneva, November 
1953 (available from H.M. Stationery Office. 
3s. 9d.). 

Contains special articles on Index 

Numbers of Terms of Trade and on Rent 

Control Policies in Western Europe. 


Quarterly Bulletin of Steel Statistics for Europe 


No. 13, ECE, Geneva, December 1953 
(7s. 6d. 
The work of FAO 1952-53. FAO, Rome, 


October 1953 (available from H.M. Stationery 
Office, 5s.) 

Activities of FAO under the Expanded Technical 
Assistance Programme. FAO, Rome, October 
1953 (5s.) 
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LLOYDS BANK LIMITED 





LARGER Proriv AND DivipEND 


[he annual gencral meeting ot 
Lloyds Bank Limited will be held on 
February 12 in London. 


In bis statement accompanying the 
report and accounts for the year ended 
December 31, 1953, the Chairman, The 
Rt. Hon. Lord Balfour of Burleigh, 
D.C.L., D.L . States: 


Our profit at £2,083,781 is £119,116 
higher than last year, but, should the 
steady decline in our Loans and Advances 
persist and the growth of our staff costs 
and running expenses continue, our 
future earnings may not be maintained 
at the present level. 


With regard to the increase of 2 per 
cent in the dividend, making 14 per cent 
for the year, I have indicated on previous 
occasions that it has been considerations 
of public policy which have been largely 
in your directors’ minds in recent years 
in refraining from altering our rate of 
distribution, but it has become at last a 
matter of simple justice to the share- 
holder that we should permit some 
alleviation of the restraint which we 
have so long imposed on ourselves and 
on him 


It is considered desirable to strengthen 
our published reserves, and a sum of 
£500,000 has been added to General 
Reserve, making the total of the Reserve 
Fund £16,500,000. An amount of 
£,300,000 has been allocated to Reserve 
for Future Contingencies. 


Current, Deposit and other Accounts 
at £1,204 millions show an increase of 
£35 millions. The principal changes in 
our assets are increases of £50 millions 
in our holding of ‘Treasury Bills and £4 
millions in our Investments. In con- 
formity with the general trend of 
bankers’ advances, as a result of the 
restrictive lending policy our Loans and 
Advances show a reduction of £2] 
millions, the largest falls being in the 





categories of Public Utilities and Per- 
sonal and Prolessional borrowers. 


FSSENPIALS FOR THE FUTUR! 


After surveving post-war events, he 
said: I cannot escape the conclusion that 
the country’s position must still occasion 
grave concern. It is true that the acute 
peril of two vears ago has been sur- 
mounted. The immediate threat to the 
stability of the pound sterling has 
receded. We have a breathing space 
eained by our own efforts, with the he Ip 
of some good fortune. Bui belore we can 
face the future with confidence, two 
things are necessary. both of them 
dependent upon an adequate supply of 
savings. 


First we need a great increase in the 
volume of productive investment at 
home, for we cannot hope to hold out 
position in world markets unless the rate 
of modernisation of our industrial equip- 
ment at least keeps pace with that of our 
competitors. Secondly, our overseas 
earnings must somehow be_ increased 
until these are sufficient not merely to 
pay for our food and raw materials in a 
good year but to leave a substantial 
surplus year in year out. 


Notwithstanding the progress made in 
checking inflation during the past two 
vears, the continuance of the wages 
spiral is sufficient evidence that inflation 
persists. We have to ask ourselves 
whether the last two budgets have after 
all been sufficiently realistic. It is the 
inescapable duty of the Government to 
put a stop to inflation at its source, 
which is the additional supply of money 
derived from Government spending. 


l am sure the hard fact is not sufficiently 
realised that no-one in the world owes 


us a living and that, utterly dependent 
as we are on the sale of exports in a 
buvers’ market, nothing will get us 
through but tremendous efficiency and 


the fullest competitive power. 
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——FOR REFERENCE 


Items in this Section are kept for one year at 
the offices of Economic Digest. They are 
available to members of the Economic Research 
Council and readers by arrangement. Please 
write, citing reference number of items given in 
brackets, to 18 South Street, London, W.1, 
or telephone GROsvenor 4581. 








Argentina: Lconumic Possibilities in the 
Vew Argentina. Official statement of terms on 
which it is hoped to attract foreign capital 
investment, Ministry for Foreign Affairs 
and Worship, Buenos .\ires. (453 


Farm Mechanisation in Italy: Review 
oj Tractors, type, distribution, progress, etc. (In 
Italian). he author is Giuseppe Stefanella. 
Rivista de Economia Agraria, published by 
the Instituto Nazionale di Economia 
Agraria, Rome, Volume VIII, No. 3. (454) 


India-Burma: //ie [ndo-Burma Balance of 
Payments. A study prepared in the Balance 
of Payments Division of the Reserve Bank 
of India’s Research and Statistics Depart- 
ment. Reserve Bank of India Bulletin, 
Bombay, November 1953. (455 


Portugal: Economic ‘Trends in Portugal. 
Special supplement, presenting an admirably 
comprehensive picture, of the Fortnightly 
Review, Bank of London and South America, 
December 1953. (456) 


Philippines’ Revival: The new Presi- 
dent of the Philippines is faced with many 
economic problems, but much has been 
accomplished since full independence was 
achieved in 1946 and there are many 
favourable circumstances. Petroleum Press 
Service, London, December 1953. (457) 


Electric Power in S.E. Asia: Although 
the present supplies of electric power through- 
out the area are seriously inadequate, there 
is something like an over-all fifty per cent 
improvement compared with 1939. Eastern 
Economist, New Delhi, December 11, 1953. 
(458) 


Copper Mining in Uganda: Develop- 
ment of Copper Mining in Uganda. The Times 
British Colonies Review, London, Winter 
1953. (459 


Oil and Gas Pipelines in U.S.A.: 
Financing U.S. Pipelines. Petroleum Press 
Service, London, December 1953. (460) 


Synthetic Rubber in U.S.A.: Jie Sale 
of Synthetic Rubber Plants, by Robert Solo. 
This article sets forth the historv of the 
synthetic rubber industry in U.S.A., and the 
processes involved in Government disposal 
of its interests. The author is on the staff of 
Rutgers University, New Jersey. Journal of 
Industrial Economics, Oxford, Volume II, 
No. I. (461) 


U.S.A: Growth and Prospects American 
Economy (Wachstum und Entwicklungsaussichter 
der amerikanischen Wirtschaft) by Professor D1 
Walter G. Hoffman. Reprint from Welt- 
wirtschaftliches Archiv. Hamburg. (462 


Yugoslavia’s Agriculture: \Jonth/) 
Bulletin of Agricultural Economics and Statistics. 
F.A.O., Rome, November 1953. Statistics 
in considerable detail, covering, however, 
the year 1950. (463 


Money: Jhe Institutional Problem: Influences 
y 
Regulating the amount of Currency and the 


Institutional Problem of Money, by Jacques 
Rueff. Vhe author is President of the Société 
d’Economie Politique of Paris and author of 
La crise du capitalisme; Epitre aux dirigistes : 
etc. His lengthy treatise covers Measure of 
Total Demand; Credit and Discounting: 
Influences Regulating the Amount of 
Currency: The Parable of the Dinner; 
Equilibrium of the Balance of Payments; 
The New Commandment of Austerity; The 
Institutional Problem of Money. The article 
is in English. Economia Internazionale, 
Genoa, Volume VI, No. 3. (464 


Rice: Widespread Efforts to Expand Rice 
Production, by Sir Harold Tempany, Formerly 
Agricultural Adviser, Colonial Office. This 
is the eleventh of the surveys of the Colonial 
Empire, and has the high qualities one would 
expect from author and publisher. The 
Times British Colonies Review, London, 
Winter 1953. (465) 


Children’s Services Statistics 1952-3 
U.K.): For one reason or another the 
County Boroughs and County Councils of 
England and Wales find themselves with an 
increasing number of children on _ their 
hands. The figure was 64,682 in 1952-3 
(62,846 in previous year). The rate-borne 
cost of this burden is only just under 
£8,000,000 for the year, an increase of over 
£400,000 on the previous year. These crude 
figures are analysed and classified in every 
possible important way in Children’s 
Services Statistics, published by the Institute 
of Municipal Treasurers and Accountants, 
and the Society of County ‘Treasurers, 
London, December 1953. (466) 
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HEALTHY ECONOMY REQUIRES FLEXIBILITY 
IN MONETARY SYSTEM 





LORD HARLECH’S SURVEY 


Phe 118th Annual General Meeting 
of Midland Bank Ltd. will be held on 
February 16 at the Head Office, Poultry, 
London. E.C. 


Phe tollowing are extracts trom = the 
Statement issued to shareholders by the 
Chairman, The Right Hon. Lord 
Harlech, &.G., P.c., G.em.c.: The net 
profit of the bank for the year just 
ended is about the same, after allowing 


for the change in the standard rate of 


income tax, as for the previous year. The 
full effect of the lowering of the Bank 
rate, with associated changes, was not 
felt until near the end of the year, as 


bills already held in our porttolio ran off 


and had to be replaced at lower yields. 
Now, however, the downward movement 
is exerting heavier pressure on the bank’s 
earning power. The volume of work 
continues to grow, and the upward trend 
of banking costs has not yet come to an 
end. Further, the risks attendant upon 
the lending side of the bank’s activities 
must be expected to increase as business 
is carried on more and more in the cir- 
cumstances of a free economy enjoying 
less of the protection afforded as one 
effect of Government controls and inter- 
vention. 


In recommending an unchanged rate 
of dividend for the past year the directors 
have had in view all these and other 
factors. They are of one mind in believing 
that the first concern, now as always, 
must be the security and strength of the 
bank’s financial position in the interests 
of all concerned, more particularly the 
depositors. Hence the substantial appro- 
priations that are again being made to 


inner reserves. Lhev recall that the 
bank’s own rate of dividend has for 
tnany years been higher than those paid 
by most other banks. They would remind 
shareholders. too, of the heavy burden ot 
profits tax where profits are distributed 
as dividends. ‘The dividend at the rate of 
16 per cent. works out at £2,425,000: 
but owing to the methods by which 
income tax and profits tax liabilities are 
calculated the dividend and the taxes 
related to it actually absorb £3,464.000. 


Describing the services of the bank a5 
a source of information, the Statement 
continues: The head office Intelligence 
Department provides general economic 
and financial data to meet requests from 
an ever-widening range of individuals, 
public departments, educational and 
other bodies in this country and abroad. 
The quarterly Review, the mailing list 
for which is constantly lengthening, has 
the distinctive quality of being written 
wholly within the bank. Again, the 
functions of the Foreign Trade Informa- 
tion Department of the Overseas Branch 
include the provision of introductions for 
business men desirous of enlarging their 
overseas trade and of information about 
channels of trade in every sort of product, 
as well as about regulations of all kinds, 
throughout the world, affecting British 
exports. 


Progress of the National Economy 


‘Turning to a review ol the course of 


affairs in the national economy, it is 
pointed out that, while the rise in manu- 
facturing output is encouraging, it has 


to be set against a further growth of 























Significance of Recent Monetary 
Changes 
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‘Let's choose Executors 
and talk of Wills...” 


So, according to Shakespeare, spoke King Richard II 
rather belatedly —when he felt his life to be in danger. ‘To-day, 
also, there are many people who leave the drawing up of their 


Wills until they are impressed with a sense of urgency; others 


handicap their dependants by not making a Will at all, or by 


leaving one which is not fully effective. 


lo find amongst one’s personal friends the ideal Executor is 
frequently no easy matter and, in any case, there is unfortun- 
ately no guarantee that such a friend, when found, will survive 
to complete his task. What is more, the duties and responsi- 
bilities involved are onerous, requiring much time and thought 
and also wide knowledge. Why then burden your friend —or 
your wife or husband—when the expert services of the ‘Atlas’ 
can be secured at very moderate cost? Such an appointment 
will ensure not only that your Estate is administered with 
experience and invested with skill, but that it will be attended 


with continuity of service 


Write for an explanatory b 


ATLAS 


ASSURANCE 
COMPANY LIMITED 


92. CHEAPSIDE. LONDON, E.C.2 














